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I. INTRODUCTION 


A. A CONTRACT AUDIT FOLLOWUP POLICY FOR DOD 


In 1978 the General Accounting Office (GAO) repor:24 
that fraud in the Federal Government amounted to $12 to $15 
billion annually [Ref. 1:845-A24]. In February, 1981, +h< 
Congressional testimcny of the Comptroller General recounted 
the details of a January, 1981, GAO report that conserva- 
tively estimated $25 billion in federal audit findings that 
remained unresolved.! The report showed that nearly half of 
those audit reports were issued by the Defense Contract 
Audit Agency (DCAA), which audits dafense contractors 
(Ref. 1:872-42]. 

Under growing pressure to restore an image of integrity 
and scund management to the procurement process, in August 
SIS 1, DoD officials issued the department's first formal- 
mzed policy for the followup of contract audit reports: DoD 
Directive (DoDD) 5000.42.2 In December, 1982, the policy was 
revised and reissued as DoDD 7640.2. 3 

The new contract audit followup policy caused an imme- 
diate uproar, both within the department and within the 
defense industry. The sharpest criticism cams from defense 
contractors who claimed that there would be a fundamental 
shift in the relationship between the contracting officer 
and the contract auditor. Many perceived that the change 
would strengthen the auditor's influence in the contracting 


process pevond the traditional role of financial adviser. 


_..2A similar report in_1978 revealed approximately 34.3 
billicn in unresolved audit findings. 


2DoD Directive 5000.42 appears in Appendix C. 


3DoD Directive 7640.2 appears in Appendix B. 
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Many viewed DoDD 5000.42 as eroding the independence of the 
contracting officer in coordinating the professional counsel 
of a team of advisers by over-emphasizing the advice of the 
MAL LOr. Their clain was that the contracting officer's 
flexibility in negotiating contractual pricing arrangements 
would be restricted, prolonging the negotiation process and 
perhaps increasing the number of contractors! appeals to the 
courts and the Armed Services Board of Contract Appeals 
(ASBCA). 

DODD 5000.42 also received criticism from within DoD, 
particularly among procurement managers and contracting 
officers. The directive established a system for the 
EOL OWUD Of Contract audit reports requiring the intensive 
overSight of management and comprehensive reporting to top 
government officials. There were concerns regarding the 
increasing commitment of resources to audit activities; an 
indication that top government officials were perhaps 
becoming less confident in DoD's ability to judiciously 
Manage its procurement system. Many procurement managers 
were also troubled by the increased burden on administrative 
resources imposed by the followup and reporting procedures. 
That concern led one senior contracting manager to describe 
the followup policy as "a Frankenstain monster out of 
fone rol! 

Although many procurement managers dnd contracting offi- 
cers have privately expressed their opinicns of the contract 
audit followup policy, there is an understandable reluctance 
pomopeniy criticize official DoD policies. Therefore, the 
purpose of this study was to explore the impact of the 
followup policy from the practitioner's viewpoint; to inves- 
Teaate the claims of critics, and report the results. 





B. BACKGROUND 


Every department and agency in the Federal Government 
has established procedures to ensure that public resources 
are responsibly managed. However, with the advent of the 
widely publicized "fight against fraud, waste, and abuse" in 
public programs and operations, government officials have 
stepped up their efforts in recent years. 

In response to a Presidential mamorandun, the Office of 
Managenent and Budget (OMB), in March, 1978, issued Circular 
A-73, “Audit of Federal Operations and Programs." Reports 
on unresolved audit findings to Congress by the General 
Accounting Office (GAO) created a lot of legislative 
activity linked to the problem of unresolved audit findings. 
Congress passed the Inspector General Act of 1978 which 
established the office of Inspector General in thirteen 
federal agencies and departments. In 1981, Congress enacted 
Public Law (PL) 96-304, which required: (1) the disposition 
of all outstanding audit reports by 30 September 1981; and 
(2) the resolution of all new audit reports within six 
months of issuancz. Congress also considered other measures 
Hz rectly aimed at tightening the accountability of public 
managers: 

1. The Federal Manager's Accountability Act of 1981. 
er he Financial Integrity Act of 1981. 
Ae Debt Collection Act of 1981 [ Ref. 1:972-A5]. 

Marea Of 1961, the President's Council on integrdty 
and Efficiency was established. The council consisted of 
all Inspectors General, and included other top officials of 
the Department of Justice and the Federal Bureau of 
Investigation. Those individuals ware held personall 
responsible for the followup of audit reports on federal 
activities. DoD created a similar council to nonitcr the 
BerlLOwUp Of its audit reports. 
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It was in this environment of intensified management 
attention to audit activities that DoD issued its first 
Policy tor following up on contract audit reports: DoDD 
5000.42. In September, 1982, OMB issued Circular A-50, 
"Audit Followup." The Department of Defense incorporated 
mat new guidance into its contract audit followup pcliícy by 
issuing a revised directive, DoDD 7540.2 in December, 1982. 


C. | ASSUMPTIONS 


The research report that follows assumes that the reader 
is familiar with the the basic activities involved in DoD 
procurement and the fundamental relationships which exist 
among procurement managers, contracting officers, and 
contract auditors. To assist the reader, Appendix A 
contains key definitions related to contract audit followup 


and an explanation of the acronyms used in this report. 
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II. METHODOLOGY 


A. CONDUCT OF THE STUDY 


oen DOODS official põolicy for contract audit fcllowup 
began with DoDD 5000.42 in August 1981, there is a Limited 
amount of literature on the subject. That which is avail- 
able is highly subjective and consists primarily of the 
assertions cf top management, both in government and 
Mas try, either suppcrting or denouncing the policy. 

Defense contractors, speaking through industry associa- 
tions, have been clamcring for an independent survey of 
practitionezs to determine the true effect of the policy on 
the contracting process. The Naval Postgraduate School 
subnitted a proposal to the DoD Inspector General's office 
to conduct that study but was underbid for the project by 
the Defense Manpower Data Center (DMDC). I was tO parici- 
pate in that study as a research assistant on the Naval 
Postgraduate School's research team. When this opportunity 
failed +o materialize, I decided that a limited survey 
conducted on a regional basis would still provide valuable 
sgae into che controversy. At the time of this writing, 
the DMDC nationwide survey is underway. The results of the 
DMDC study are expected to be released in June 1984. 


Seance DODD 7640.2 directly affects contracting officers, 
auditors, and management within both chose communities, it 
was necessary to collect information directly from then. 
Because of the controversial nature of the directive, I 
expected that those practitioners closest to the contract 
audit process would be hesitant to undergo an interview 
regarding their opinions. This was true in almost every 


Gases. Potential interview2es seensi rather cautious and it 
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became apparent from the beginning that meaningful partici- 


pation would depend on an assurance of complete anonymity. 


B. THE SAMPLE 


Research was limited to personal interviews conducted ir 
California (see Table I, p.16). In addition, there were 
numerous telephone discussions with management officials in 
various regional and national headquarters of the Military 
Departments, Defense Logistics Agency (DLÀ), and Defense 
Contract Audit Agency (DCAA). It was primarily through 
those discussions that potential interviewees were identi- 

DON Instructicn 4105.59, Directory of Contract 
Administration Services Components, also provided a list cf 
potentially valuable information sources. Budget and time 
constraints dictated that interviews be conducted with as 
many willing participants as possible within a 500 mile 
radius of the Naval Pcstgraduate School, Monterey, CA. 
Selections were not made randomly, nor was there an attempt 
to establish a statistically valid sample. However, it is 
the opinion of this researcher that the data provides an 
accurate and useful insight into tns opinions and feelings 
of those responsible for carrying out the requirements of 
MODs contract audit followup policy. I hope that this 
thesis will assist decision makers in testing their opinions 
and theories about the effects of the policy on defense 
Goaclacting. 

I completed an extensive review of literature on the 
subject of conducting interviews. This included studying 
the psycholcgical aspects of the interviewing process itself 


in addition to the design and sequence of the questions 


ct 


O 
rh O 


be used. In recognizing the psychological implications 
dress, I decided it best to wear a military uniform for 


Lts tO Contracting offices and a business suit for visits 
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to auditing offices. However, this approach was not 
possible in every case, since most Plant Representative 
Offices (PROS) have both contracting and audit personnel 


assigned. 


C. QUESTIONNAIRE DESIGN 


I have approximately four years of experience in 
contracting which proved extremely helpful in formulating 
questions for the interviews. Nevertheless, it was neces- 
sary to closely study both the contracting and auditing 
processes as a basis for questionnaire design. 

The original questionnaire consisted of 54 questions, 
nearly half of which were open-ended, or free-answer ques- 
tions. A pre-test of the instrument and interview technique 
was performed at several offices in the San Francisco Bay 
area. The initial design o£ the questionnaire was used to 
interview at least one individual of each group of respon- 
dents (i.e. contracting officers, auditors, and management 
of each). I explained to those early participants that 
their knowledge and experience would greatly influence the 
Subseguent design of separate instruments tailored +o the 
concerns, interests, and opinions of tneir respective 
communities. 

During the pre-test, respondents were encouraged +o 
pursue the discussion of particular aspects of the policy 
which they felt were important. They were urged to express 
their understanding of the policy in their own terminology. 
They were asked to amplify answers to most of the YES/NO and 
Metta PLE CHOICE questions in order to test the propriety cf 
those type formats for those questions.  Prefatory comments 
were used to invite the repondent's special consideration to 
those questions. I was concerned with promoting interaction 
and avoiding any interrogative zone at this crucial stage of 


questionnaire development. 
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As a result of the pre-test, a number of improvements 
were made: 

1. Insight into the need to match interview style with 
the anticipated personality/culture mix of the 
groups. 

2. The elimination of researcher bias linked to previous 
contracting experience. 

3. The incorporation of terminology more understandable 
bo practitioners. 

4. The collection of information needed to develop sepa- 
rate questionnaires for the different groups. 


5. The nunber of open-ended questions reduced to 13. 


With the pre-test completed and adjustments made, the 
remaining interviews were conducted primarily in Los Angeles 
ema san =a Clara County (Silicon Valley), California. Since 
questionnaires were standardized ani tailored to each group, 
the researcher achieved considerable flexibility in 
conducting interviews. Th2 structure was very useful where 
the interviewe's time was limited. Very little prcbing was 
used, and most interviews took place in a relaxed atmosphere 
of cooperation and interested discussion. Despite the 
structured interview approach and small number of open-ended 
questions, there were frequently langthy discussions of many 
issues. 

All personal interviews were conducted within the state 
of California. Table I lists the breakdown of participants 
by military department or agency, job title, and grade 
Structure. 

In all cases, managers were directly involved with DoDD 
7640.2. All managers were responsible for ensuring the 
timeliness and accuracy of reports and ail contracting 
managers particpaze in the review process. Within the 


Defense Logistics Agency and the Navy, managers were members 
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of Boards of Review. Managers at Air Force offices did not 
perform any review function since the military commanders 
serve as the Designated Independent Senior Acquisition 
official (DISAO). 
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TABLE I 


Participants 
Departnent/Agency Job Title Grads/Rank 
Defense Contract Managdement/ACO GM-14 
Administration Services Managenent/PA GS-13 
(DCAS) * Management/Aco GS-13 
Management/ACo 0-4 
Management 0-4 
ACO GS -13 
ACO GS-13 
ACO GS-13 
Managemanty/PA 6312 
Air Force PACO GM-14 
PACO GM-14 
Management/ACO GM-14 
Management/ACO GM-14 
Management/ACo GM-13 
Management/PA GS-12 
Navy Managenent/PCO GS-14 
PCO GS-14 
Management/PA GS-13 
ACO GS-13 
PCO GS-13 
ACO Go 
PCO GS-12 
Defense Contract Audit Managemant/FAO GM-14 
Agency (DCAA) Managenent/FAO GM-14 
Management/RA GM-14 
Management/RA GM-14 
Managen2nt/RA GM-14 
Managenent/RA OMS 
Auditor GS-12 
Auctor GS-12 
* DCAS' is a component of the Defenss Logisitics Agency. 
GM/GS- 14: 197 12 of -39 
GM/GS-13 (and O-4): 37 1100-30 
GS-12: 29 89 (F ot 30) 
Note: 


ManagementyAco: SS a manager of Administrative Contract- 
RUSTICO 

Management/FCO: Manager of Procuring Contracting Officers. 

Mangement/PA: Manager of Price Analysts. 

ACO: Administrative Contracting Officer. 

eee Procuring Contracting Officer. 

Manager/FAO: Manager of Field Audit Office. 


Manager/RA: Manager of Resident Audit Office. 
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III. PRESENTATION OF FINDINGS 


A. EXPLANATION OF TABLES 


This chapter provides the reader with an unedited pres- 
entation of the findings of the stuly. Although separate 
questionnaires were used for the contracting and auditing 
communities, the first 23 questions of both questionnaires 
are identical. 

Results are presented in tabular form listing the 
percentage cf each group citing a particular response. 
Column labels are defined as follows: 

R CONIR: The ccorracting group which includes both 
Contracting Oftce.s and contracting managers. 

S AUDIT: The audit group which includes auditors, 
resident auditors, and audit managers. 

3. BOTH: This cclumn represents the percentage of 
respondents from both groups citing a specific 
response rather than an average of the two groups. 

Many of the open-ended questions induced muitiple 
answers from some participants. However, some participants 
didn't answer every question, either preferring not to 
answer or feeling that they coulda't answer. Therefore, 


percentages do not total 100% for each question. 


B. TABLES OF FINDINGS 


Table II presents data collected from those questions 
which are the same on both questionnaires. 

Table III presents the data collected from those ques- 
tions which differed but were designed to sesk the same 
information from “he two groups. In many cases, the differ- 
ences in these groups required that questions be worded 
differently or perhaps appear in different sequence. 
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Here the questions are brought together for ease of 
reference and more meaningful analysis. An "A" precedes 
auditor questions and a "C" designates contracting ques- 
tions. Where questions were identical but used in different 
sequence, the questicn is presented only once. 

Table IV lists the data collectsd from those questions 
ked of the contracting group only. 

Table V provides the data collected from questions which 


were only pcsed to the auditing group. 
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TABLE II 
Besults of Common Questions 


4. Has the directive been implemented in your organization? 


CONTR AUDIT 
Yes 91% 109% 
No 9 0 


5. In your own Words, what do you believe are the major require- 
ments of the directive, as you see then? 
CONTR AUDIT BOTH 

E cution/dispositicn of audit reports----- 17% 25% 63% 
ISSO O ana EL Sports ------------------ 55 13 4 3 
Beemer scactlsSe eae pores -----—--------------- 50 0 37 
Independent review cf contractingofficer's 

Ie ES DOS TETONA A 2 «e e 45 25 40 
Mimeliness of disposition ----- eec di 38 40 
Proper management attention and and action 

Bee nee nC © irs a 22 2- ~~ = = 23 25 23 
wef ication by contracting officer for 

gevjarıons frow audzt recommendations----- 14 13 13 
een egit ys policing €----------------- 5 38 13 
A POLE ASCO A nn 5 25 10 
Evaluation of audit followup systen ToT 

lo COMPLIANce WIZD ALLSOCtlive ------------ 5 0 3 


Note: This question was intended to have respondents list the 
requirments they are actually experiencing rather than to 
restate the directive itself. A pretatory comment was used that 
asked, "What formal requirements does DODD 7640.2 impose cn you 
aaa yOur organization that waren't officially required b¢erore?" 


6. How has your job been affected by th2 requirements of this 
directive? 
CONTR AUDIT BOTH 
EEficant administrative inpact----------- 73% 88% 17% 
NE -12onal o sanegenent tige--—-----—----------- 36 88 30 
SA A m a e aa 23 13 20 
Micrc-management/less control by local 
A A o A ee =~ = == 18 0 13 
Aggravates contracting officer/auditor 
Errlatronship------------------------------ 18 Q 13 
meee acant potential effect-----=---------- > 18 Q 13 
INE O Tae OR. Pp lLeceSs=—————<——=—-=<—=---= 5 0 3 
Confusion about which audit recommendations 
Significant under 5000.402----------------- 0 3 
Note: Approximately 50% of all respondents commented that 
the requirements of 7640.2 were much clearer than 5000.42. 


MEAT E the objectives which DoD expscts to achieve with this 
alrective clear to you? 


CONTR AUDIT BOTH 
Yes 77% 190% 82% 
No 2 17% 
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8. In your own words, what do you balieve ls t 
issuing the directive? 


AUDIT BOTH 
Perceived need to restore integrity to the 

E ten to reverse poor DoD 3mage --------- 45% 100% 60% 
To ensure faster followup action on 

BEES UCM NUDUEDEDOPtE--—------------ 41 0 30 
Wl tical, pressure (Congress, GAO, DCAA] ---- 36 0 27 
tter utilization of audit resourcas via 

eee d 650 Vs) Olt Gy ec--------------- 27 225 27 
E DARSE EU A 14 0 10 


Note: Prefatory comments En ed that this question was 
intended to focus on one main objective, perhaps two at most. 


9. Respondents were asked to rank the following six objectives 
which have been stated in literature on the policy. 


| | | CONTR AUDIT 
To eourage contracting officers to give 

more heed to the advice of the auditor =<--- 23.4% 22.5% 
To bring potentially troublesome situations 

to the attention of management for faster 

A eee a e e 2229 IS 
To require more personal accountability for 


the financially related decisions which a 


Reeser tng ofrrcor makes =—---------------- 18.29 1529 
TO require mope accountability for the 

recómmendations made in audit reports ----- 0 1720 
To require more accountability cf management 

as it relates to the contracting process -- 18.1 13:8 
memenhance DoD's battle against fraud, waste, 

and abuse in its procurement system ------- 16.7 11.0 


10. Do you feel that the directive will achieve these 
objectives? 
CONTR AUDIT BOTH 
Yes 45% 100% 60% 
No So 9 40 


mee How do you think the goals cf the directive are beneficial? 
CONTR AUDIT BOTH 
E orsa CO/auditor coordination leading to 
etter problem visibility ----------------- 
EE genent tool for ccnzracting officers ---- 
Goals are admirable, but directive not 
Needed. Gcals stated elsewhere ------------ 
No benefit A A o O ae one oS ee eee 
Improve timeliness of decision-making ------- 
EE UM cO:2svIngs —e---------2-------- De 
E reases CO accountability which produces 
better supported decisions ---------------- 
Er-ter supported DCAA reports --------------- 


3 
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WS How do you think the goals of the directive are not 
beneficial? 
CONTR AUDIT BOTH 
More administrative burden, bureaucratic 
RI A a a = eee ee mm 32% 13% 27% 
mart see any negative effects ------------- 14 63 2:3 
Adverse effect on Contracting Officer's 
authority & business RS a ee 27 13 23 
A system to second-guess the Contracting 
BEC MEL. cc eS a e 27 0 20 
More management time for questionable benefit 
meee requirements elready exist --------- 14 13 13 
ND ouphasris Sn gulekeresolution ----------- 14 0 10 
Negative effect on Centracting Officer/ 
NOA SI === === Se E c 5 13 7 


13. 


14. 


15. 


16. 


Were any formal contract audit follow-up proceđures used in 
youz organization prior to 7640.2? 
CONTR AUDIT BOTH 
Yes 36% 88% 50% 
No 64 12 50 


Prior to 7640.2, did you use sone personal method of 
ee ow up for audit reports that contained unresolved 
recommendations? 


CONTR AUDIE BOIH 
Y es 45% 13% 37% 
NO 18 0 13 
In your opinion, were these procedures effective in 
stressing the importance of audit recommendations? 
CONTR AUDIT BOTH 
Yes 59% 38% 53% 
No 4 1 62 47 
In your opinion, how has directive 7640.2 affected the, 
Realm, decision-making authority or the centracting 
officer? 
CONTR AUDIT BOTH 
Wsakened it ------------- 55% 25 47% 
uM o EE === —='= —=—'- 36 4 47 
S-rengthened ==> 9 Q 6 
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17. Would you please explain your opinion including why you 
believe such an impact is or is not important. 


Weakened CONTR AUDIT BOTH 
Memtraccting Officer must elevate Significant 

audit issues which encourages less re- ; 

Pee Een Br ysLor deersjons G22 = 36% 2 33% 
E ror's power overemphasized ------------- 27 0 20 
Boutraccting Officer frustration from admin- 

eo rative Durden. Less tine for other 

A ceS aa a a a a a e 2 e e «e 3 Q 3 

No affect 
Contracting Officer has same contractual 

authority, but less arbitrary 2 455 50% 47% 
Matr acting Officer still has the rzesponsi- 

INES contractual decisions --------- 14 50 23 
ENNEAU npact 15 4dnr:nzstrative -------------- 14 0 10 
Significant actions have always been re- 

Ecwed by senior acquisition official ---- 5 Q 3 

Strengthened 
Causes the Contracting Officer to more | 

carefully "think through" and document 

See OO Se ee a Se A nn 9% 0 6% 
18; In your opinion, how has the authority of the DCAA auditor 

been affected by directive 7640.2? 
CONTR AUDIT BOTH 
merengthened auditor's role or influence 

vis-a-vis the en a ao 59% 50% 57% 
MS Tec on authority; auditor still has 

Same advisory role and responsibilities --- 45 50 47 
Dislike term "authority" which implies that 
Tenc oreas cCOöneractuelMauthorilcy --------- 14 25 17 


19. Before the implementation of 7640.2, what percentage of 
Beeren YOUr Organization involved significant differences 
a? inion between the contracting officer and the contract 
auditor? 


Insignificant/quite small 100% m 


20. What is now the percentage of audits containing these 
drrtrerences of opinion between contracting officer and 
ecn ract auditor: 

CONTR AUDIT 


Insignificant/quite small 100% == 
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PIÉ. In your opin 


io 
recommendations as resolved? 


Men 125 tac proper time to consider audit 
S 


CONTR AUDIT BOTH 


After negotiations when the Contracting 
Officer reaches agreement with ths 


Beer Or no eem cmm 50% 50% 
When tbe Contracting Officer makes decision 

Berner bDefere or during negotliati9ns -----=- 4 1 25 
When contractor corrects deficiency or 

enplements audit recommendations ---------- 9 25 
Eni: .ccording teo type of audit ----------- 14 0 
When Auditor and Contracting Officer 

settle differences ------------------------ 9 0 


When DISAO or Review Board ARR OUS of the 
E O E EOS SI POSI A -- 5 13 


O As a result of the directive 7640.2, audit reports 


resolved: 
ONIR AUDIT BOTH 
UmcMgNUN T eT c nz 0 3 13% 3% 
Eomewnaiguickere --------- 23 38 27 
NA A aaan 54 38 59 
Somewhat slcwer ----------- 14 13 13 
Eo a Zen an > 3 0 0 


505 
33 


3 
10 


7 
7 


m 
t4 
(D 


EE In your view, has this change been of benefit to the 


Government ? 
CONTR AUDIT 
Much quicker 
Yes 0% 109% 
NO 0 
Somewhat quicker 
“Yes xem 80 102 
NO 20 0 
Sonewhat slower 
S = 67 ? 
No 33 100 
Much sicwer 
Yes 7 0 a 
No 100 0 
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TABLE III 
Results of Comparable Questions 


A 24. How many differences of opinion have you had elevated to 
E25. ap official ori board in the last 6 months? 
CONTR AUDIT 
13 3 


E25. What e Cece 1Or Orr eczal/board written re 
mendations have been in agreement with or supported 
COULEACCEN 9 OrEItCeCE Ss position? 


com- 
the 


C 26. What percentage of senior official/board written recon- 
mendations have been in agreenent with the auditor? 


CONTR AUDIT 


Percentage in agreement with auditor -------- 0% 
Percentage in agreement with Contracting 
A A anne 109% 

EESS. Prior t> the advent of 7640.2, when a contracting officer 
disagreed with ycur recommendations, did he usually explain 
his position? 

AUDIT 
Yes 38% 
Ne 62 


audios 


d = 
your position 


C 31. Before 7640.2, when you disa h 
recommendations, did you usu 


to the auditor? 


greed with t 
ally expiazn 


ONT 


s 10 


lo 


Y 
N 


OO 
e 


e 
C 


C 32. Do you now generally resolve such disagreements with the 
EDUC tor wictHout going to a Leview official or board? 
CONTR 
Yes 68% 
NO 32 
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med. Do yeu usually fiad it easy to establish good rapport 


vica most contracting officers? 
AUDIT 
Yes 88% 
NC 12 
C 33. Have you been able to establish good ra port with most 
conspacteMaualtors that you've dealt with: 
CONTR 
Yes 95% 
NC 3 


BEES. What changes if any have you noticed in the attitudes of 
Gonetacesng OFFIGers that could be linked to the imple- 
mentation of this directive? 


AUDIT 
Esntracting Officers more willing to discuss 
IR Momma le) Ch = ae = = a a a ea eas es 63% 
Pes c uude O O 22 en osnenn 25 
EE 3cting Officers more adversarial ------------- 23 
Mie rcactaiang Offí1cers dislike the dirsctive -------- 12 


C 34. What changes 1f any have you not 
audıcersschat could pe linked to 


dianas attitudes of 
€ 
ehıs directive? 


implementation of 


CONTR 
ES AE SN a = 12% 
Auditors less hesitant to ensure Contracting 

E cers comply with directive: more probing ---- 9 
Auditors concerned that policy caus2s more rifts 

Net Renta nd Contracting Officers ----------- 9 
Auditors more concerned that audit is defensible -- 9 
À 34. What differences, if any, have you noticed in. 
SS . conc met orS i proposals asta result or directive 7640.2? 

CONTR AUDIT 
No change 100% 100% 
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A 35. Before the implementation of 7649.2, how often were you 
asked to settle a disagreement directly with a contractor? 


C 43. Before the implementation of 7640.2, how often did you 
ask a contractor to settle a disagreement directly with 
an auditor? 


CONTR AUDIT BOTH 
Occasionally ----- - 255 63% 36% 
MA A AS 9 39 
A O 25 25 23 
Breguentlye--- >= = 5 12 7 
Mas = = ss = ae 2 0 0 0 


Aé. Ina YOUr Opinion, when is it advisable for an auditor and 
the contracuor to deal directly in seeking to settle dis- 
agreements on audit recommendations? 


AUDIT 
When there are questions of fact, 1.¢. accounting 
systen te other system) deficiencies, incurred 
ESI Nuovo oresng| ete === === === -- 100% 


See. DO you think it's good to ask a contractor to settle audit 
recommendations with an auditor? 
O 


CON TR 
Yes 35% 
NC 65 
ÀA 37. How has the imuplementatiosg,of directive 7640.2 charged the 
ype of costs wh-ch an auditor would question? 


C 46. How has directive 7640.2 changed the type of costs 
questioned by auditors? 


CONTR AUDIT 
No Changes 100% 100% 


A 33. In your organization, has thare been any documented re- 
EU. GoucMMMc.NDNUDECESRUdsSaturibDutable to tbe provisions 
Of 7640.2? 
CONTR AUDII 
Yes 0% 12% 
No 100 Ss 
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I: coger has 7640.2 had any effect on the per- 
eon eh of disputes which have been appealed to the ASBCA 
CT COUTTS? 


C 50. Is thera any evidence that 7640.2 is affecting the fre- 
quency of contractors’! appeals to ASBCA or court? 


CONTR AUDIT 
Yes 0 9 
Nc 100 € 1005 


END - What would you recommend? 
CONTR AUDIT BOTH 
Cancel the directive ------- 54% 12% 43% 
MOS Me nan des - = e=------ 14 38 34 
Change the directive 32 0 23 
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TABLE IY 
Results of Contracting Officer Questions 


Zo. Which of the on your O=Ganazeats on use for 
management review of differences of opinion? 
CONTR 
Benior Officials only -=-=-======---- 33% 
A O A === == 23 
ESO eo Se A ES 
C 27. How has the directive affected the way you negotiate? 
CONTR 
E E N 50 
Less effective negotiations from divided Government 
OA CONEFACKOE can exploit =-=---------- 27 
Less effective negotiations due to less time for 
EE ICEmgEgnd ded ye === = SS Soo a SS ee es eee 23 
C 28. What percentage of major negotiations in which you have 
parella ed also included the auditor aS a participant? 
CONTR 
E ondents who said 100% -—-----—------------ 50% 
EE -unden:s Wao Said 10 = 5% --------------- 18 
Id ens ao said none =—z-------~-------- 18 
Respondents who said 70 - 305 -------------- 14 
C 29. Did the auditor's participation generally prove to be 
helpful? 
CONTR 
Yes 33% 
No 17 
POS What is your opinion abcut auditors participating in 


negotiations with a contractor? 


CONTR 
À pee? idea only if auditor realizes that the 

pee ond OF ti cer ie gene: samalaader = ---=---- -- 41% 
ENS Ors participaticn is generally helpful ------- 36 
Auditor's participation is of some value depending 

on the situation -------------------------2-2------ 23 
Auditor's participation is absolutely əssential 

due to tactical importance as financial expert -- 18 
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C 35. Has this directive improved your use audit reports? 
CONTR 


Yes 9% 
No 9 1 


C 36. What key things do an look for in deciding whether an 
audit report is good? 


CONTR 
galıty of documentation and support of findings --- 67% 
esponsiveness to audit request and sufficient depth 

IRENE MO EScuilitate negotiations ------------- 23 

OO and tor or DCAA offica ->------------- 14 

Oa A e 9 

Me every audit report US good -----—------------- 9 

MI ee a ae en ee eee Ma MMM 5 


C 37. How would you judge the average quality of DCAA audit 


reports? 
CONTR 
Good ---------------- 77% 
Marginal =. zoo mn un 14 
Very good ----------- Z 
Quite poor ---------- 5 
BOOT -=- => => - 2-22 oe 0 


C 38. Do you believe that the overall quality of DCAA audit 
reports has improved as a result of directive 7640. 2? 
CONTR 
Yes 5% 
No Eb 


C 40. When you ES with an auditor's opinion, how often do 
ou feel that it's best for everyone concerned to concede 
he issue? 


CONTA 
ID a 38% 
PECASTONnALLyY ===> 31 
Rarely ----------- 25 
May > 6 
Bregupenriy ----- == 0 
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C41. When you disaqree with the On of a review board or 
officia how often are you willing to defend you position 
against évery Challenge? 


CONTR 
Always -2----—---- 50% 
Eos Exec 33 
occasionally ----—- 11 
ENG y eee ec 6 
Never ------------ 0 


feu2. How often do you feel compelisd to avoid potentially con- 
troversial issues by passing a decision to a review board 
Oo Official? 


CONTR 
METE === === Se=== . 090% 
Occasionally ----- 16 
Rare woe eee 16 
PRE qQUEnely ------- 0 
IS A 0 


C44. Since the implementation of 7640.2, how often have you 
asked the contractor to settis a dispute with the auditor? 


CONTR 
BEA e cec 63% 
Mecaslonally ----- 16 
RE e a 2 2 = 16 
E quUen ty == ==== 5 
AS = SS == 0 


C 57. Have you a neon any delay in procuraméent as a direct 
result of 7640.2? 


C! 


R 


ae Iz 
ed 


Yes 1 
No a 


C 5 o you believe that the overall efrect of this delay has 
Saas to the Government's advantage? 
CONTR 
Yes 33% 
No 67 


3d 





C 51. Have you experienced any new difficulty in_the negotiation 
of subcontracts since the implementation of 7640.2? 
CONTR 
No 100% 
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TABLE V 
Results of Auditor Questions 


A 26. How often have you participated in negotiations with 
contractors that yoü have audited? 
AUDIT 
occasionally ----- 20 % 
seilsem = 50 


wn. po you feel that auditors should participate in more 
negotiations? 


o ía 
la 


DI 
Yes 00% 


ano 1. IS view, has this directive affected the quality of 
DCA audit reports? 
AUDIT 
Ye 33% 
NO 67 
A 32. What key things determine whether an audit report is 
effective? 
AUDIT 
The extent +o which recommendations are sustained 
in the A ee = - 15% 
Must be complately accurate and sufficiently 
at a a. moon 63 
Must be useful to the negotiatior,i.¢. understand- 
able, supportable, flexible mare om 50 
adequate Sr ze peralet consideration of 
ED CN or ee = 22 2-4 - - === - 2. 13 


mos. In your opinion, has 7640.2 inproved the effectiveness cf 
audit reports? 


AUDIT 
Too sonstorre!) ---- 50% 
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IV. IMPLEMENTATION OF DIRECTIV 





A. MAJOR REQUIREMENTS 


Department of Defense Directive 7640.2 states: 


Contracting cfficers and acquisition management offi- 
cials shall pursue timely resolution and disposition of 
Eontract auäit’zeports. Resolution of contract audit 
reports by law is required within 6 months of issuance, 
and disposition normally shall be completed withir 
nonths. The contract audit followup system shall be 
structured in conscnance with the independent decision- 
Making Tole of Ehe contracting officer and the financial 
advisory role of the contract auditor (Ref. 2]. 


In attempting to achieve the timely resolution and disposi- 
tion of audit reports, both DoDD 7640.2 and its predecessor, 
DODD 5000.42 set forth essentially the sane major 
requirements: 
Tracking by the contracting officer of all contract 
audit reperts. 
2. Status reporting of specified contract audit reports 
to DoD's Inspector General. 
3. Senicr management review of differences between 
contracting officers and auditors. 
ü. Evaluation of effectiveness of the followup system 
employed by each DcD component. 

Question 5 o£ Table VI was intended to explore the 
possibility of any emergent requirement nct officially 
stated in the directive by focusing on the practitioner's 
perspective of that issue. However, Table VI shows that 
most participants were comfortable with simply repeating the 
officially stated requirements of the directive, i.e., the 
tracking, reporting, and timely resolution cf audit reports, 
and independent review of the contracting officer's position 
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P ti 
| TABLE VI | 
{ ze . 
| Major Requirements | 
5. In ycur own words, what,do you believe are the major | 
| requirements of the directive, as you see then? | 
| CONTR AUDIT BOTH | 
| ; ANE 
a. Resolution/disposition of audit | 
ELOT ET a eo 77% 25% 63% | 
DesBLTackıngsotrauase rBports 9------- 55 13 43. | 
REED OriSodio status reports -=====-=-=--= 50 0 37 3 
d. Independent review of contracting | 
| erycer's planned dispostion- -=---- 2 40 | 
EN N!.mé!snosss of disposition -------- 4 1 38 40 | 
| £f. Proper management attention and | 
TOS aU dE EpOC tS ------—---- 23 25 2372 
om Justification by contracting | 
officer for deviations from 
| audit recommehdations----92-59------ 14 13 io) 
Bes ystem integrity; policlng ------- 5 38 T9 E 
ia Improve audit report useage ------ 5 25 10 | 
j. Eváluation of audit followup systen 
for conpliance with directive ---- 0 3 | 


ty senior acquistion officials. No additional requirement 
appears in the responses. But 63% of the auditors and 10% 
Of the contracting group took this early opportunity in the 
interview to express what they believed were some of the 
objectives of the followup policy, as indicated by responses 
(h) and (i) of Table VI. 


B. FOLLOWUP PRIOR TO DODD 7640.2 


The questions in Tabl2 VII were intended to ascertain 
whether there were any procedures for tollowing up on 
contract audit reports prior to 764).2 (other than 5000.42). 

Responses to question 13 indicate that there were some 
formal procedures for contract audit followup in existence 
prior =O DoDD 7640.2. In addition, as the responses to 
guestion 14 show, many (45%) of the contracting group used 
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TABLE VII 
Followup Procedures Prior to 7640.2 
13. Were any formal contract audit en Do ES 
used in your organization prior to 7640.2? 
CONTR AUDIT BOTH 


Yes 36% 88% 5 
No 64 12 5 


14. Prior to 7640.2, did you use some personal method 
o followup Tezsaudit reports that contained 
unresolved recommerdations? 


CONTR AUDIT BOT 
Yes 45% 13% 370 
No 18 0 13 


SR 
lan 


pe iln LL E A AR 


15. In your opinicn, were these procedures effective 
in stressing the importance of audit recommendations? 
CONTR AUDIT BOTH 
Yes 59% 38% 53% 
NO 41 62 47 
Ln ———— = = € 


some personal method cf followup. The contracting group 
referred to reports used to track the status of specified 
audit reports such as defective pricing audits, overhead 
audits, and Cost Accounting Standards (CAS) compliance 
audits. Auditors referred to DCAA's Contract Audit Manual 
(CAM), which provides auditors with guidance for pursuing 
pue status cf audit reports. However, auditors were quick 
mempoint cut that the CAM provides nothing which wili ensure 
Peet Contracting officers give auditors the feedback that 
they desire. Question 15 frequently met with long pauses 
Amar appeared to be a difficult answer for most participants, 


particularly the contracting group. Many of those answering 
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"ves" believel that the existing procedures were only 
successful to some extent. Auditors who answered "no" 
emphasized that feedback from contracting officers, if 
received at all, was usually late and came after repeated 
attempts to acquire such information. 


C. JOB IMPACT 


Table VIII shows that the greatast impact on *he partic- 


ipants' jobs has been an increase in administrative 


TABLE VIII 
Job Impact 


ad 
—— 2 Ee un 
t-d 
a fm 
do o roo o a F A O o A, a, CARE CO te ne EEE AA a — M 


a 
"Jj 
Nr] 
a 
CJ 
HA 
J 
lw 


OOO OO Woe 


N 
als REL CE administrative impact 3 

ddat ional üanagement t»me-------- 36 
O E aaao 23 
d. Micro-management/less control by 
ieee eee ONS ee 8 
e. Aggravates relationship between 

SOPA accio por ercer and auditor -- 18 
EN nsrucant potential effect------ 8 
wee Lower neqot2zatyilon process-------- 5 
ñ. Confusion abọut which audit rscoa- 
Nenas s1gnificant under 
O ee eee eee 5 0 


A 


A ah 
www w OON 


Uy 


A a, ii ti ca ti. il. Ls ci s HS 
e 


| 
| 
| 
| 


SS) cae Ge ee eee Ee ee 


requirements. Most of the offices visited complained hat 
administrativ? resources were strained before DODD 7640.2 
and felt that the additional administrative burden o£ the 
directive has enlarged the problem. Three respondents cf 
the audit group felt that DCAA's reporting requirements were 
duplicative and unnecessary. Half 5$ the respondents are 
troubled by tae additional management tine demanded by the 
directive. 
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The current Presidential administration has espoused a 
general policy of less paperwork in government. Executive 
Order 12352 of March 17, 1982, addressed the reduction of 
administrative costs in the procurement system by charging 


the heads of executive agencies with the responsibility to: 


Establish programs, to reduce administrative costs and 
other burdens which the procurement function imposes on 
the Federal Government and the private sector. Each 
program shall take into account tne nsed to eliminate 
unnecessary agency procurement regulations, paperwork, 
reporting requirements....and other administrative 
procedures. (Ref. 4] 


Congress demonstrated a Similar intent by passing into law 
such measures as the Paperwork Reduction Act. Nevertheless, 
several interviewees believed that DoD's contract audit 
followup policy had a good chance to be expanded. One Navy 
Manager pointed out that when the policy first appeared as 
DoDD 5000.42, the tracking and reporting requirements 
applied only to certain specified audit reports that 
contained significant differences between the contracting 
Acer and the contract auditor. DoDD 7640.2 now requires 
the tracking of all audit reports, but has eliminated the 
reporting requirement for certain types of audit reports, a 
revision that DoD has predicted will reduce the administra- 
tive burden of the fcllowup procedures. 

Although DoDD 7640.2 requíres that only certain 
outstanding audit recommendations be reported, there was a 
sense of apprehension among many practitioners that this 
requirement might be expanied. The Air Force seems to be 
preparing for this possibili-y by developing a computerized 
system to handle the tracking and reporting requirements. 
The system will be called the Contracting Officer's 
Information Network (COIN) and is expected to ease the 


HENnistrative burden of the contracting officer. 
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Sixty-four percent of the contracting group (responses d 
Enrough h of Table VIII) pointed out additional effects of 
the directive on their jobs. Several expressed regret that 
the auditor/contracting officer relationship has been 
adversely affected. One ACO put it this way: "The policy 
can't change human nature, although it may affect ix some. 
Where the relationship is good there should seldom be disa- 
graement. However, where there is little or no communica- 
tion, or where the communication is ineffective, there is 
much room for disagreement." It is interesting to note that 
the relationship between the contracting officer and the 
auditor has been a scurce of concern for many within DoD 
since the Defense Contract Audit Agency was formed in 1965 
(Ref. 5]. 

The involvement cf management in the details of 
BoUlowing up on audit reports was also disturbing to 18% of 
the contracting group. They considered it to be a clear 
Signal fron top government officials that they lacked confi- 
EE in the contracting work force. An Air Force Principal 
Administrative Contracting Officer (PACO) explained his 
feelings. "There is a perceived need for contracting offi- 
cers to give more heed to audit advice. If I decide nox to 
use the auditor's advice, I have to justify my decision to 
the DISAO." 


D. EMOTIONAL ASPECTS 


Controversial issues generally provoke emotion, and DoDD 
7640.2 is no exception. The responses listed in Table IX 
demonstrate this fact. When asked if their organizations 
had implemented the directive, two respondents (9%) of the 
contracting group answered "no" despite the fact that inple- 
mentation has taken place in their organizations. Their 


famliiarity with the directive and the tone of «he 


3:9 
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TABLE IX 
Impact of Implementation 


4, Eu the directive been implemented in your organiza- 
ion? 


A e p a T i m cem I E 


ELT qo LP es Sct gs eee Oe 


| 
| 
| 
| 


discussions made this quite clear. Although they would not 
clarify their answers, they were obviously making an 
emotional statement that they did not see the need for the 
directive. If left to them, the directive would not have 
been issued. 

Table X brings more focus to the question of whether 
practitioners feel a need for the contract audit followup 


i 


TABLE X 
Do We Need DoDD 7540.2? 


N» 


| 

| 

| 

| 

l 

En What would you recommend? 
CONTR AUDIT BOTH | 
cancele directive ===-~-== 54% 12% 43% | 
Maker No changes -—-—-—-——----—- 14 88 34 | 
Change the directive ------- 32 0 23 | 


Belicy. Seven of the audit participants (88%) felt that the 
directive is needed and believed that the diractive will 


clearly demcnstrate its value in the next two years. 
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Auditors generally agreed that the increase in administra- 
ive requirements were worth the price, predicting that the 
benefits of the policy will far outweigh its costs. 

Only three of the contracting group (14%) share the 
auditors’ optimism. The majority opinion is best described 
by the fcllowing response from a DCAS manager: 


The directive doesn't meet the cost/benefit acid test. 
The costs far outweigh the benefits, 1£f indeed there are 
any benefits. The theory of avoiding deiéy in settling 
Bough pricing issues is sound. It's the way of doin 
business fcr every conscientous contracting officer 
know. One of the key issues 1S that the competency 
level of the procurément work force doesn't change 
because of the policy. There may be an argument for the 
policy's influence on the con position being 
improved, since management is called in for advice and 
recommendations. However, this applies only to DCAS 
Since the services already have f5rmalized oes on 
developing pre-negotiation positions with _ the aid of 
management. Not oriy does the nr fail to achieve 
what it presumes to achieve, bu 

the inadequacy of the work Fo 
decisions. 


mr calls attention to 
rce ln dealzng with tough 


Most of the contracting group believed that DoDD 7640.2 
instituted a system of micro-managenent, i.e., top manage- 
ment involving itself in management details which properly 
belong to middle managers. Those favoring a change in the 
directive also were most concerned about the micre- 
management implicaticns. Although in agreement with the 
need to reduce the number and incidence of overaged audit 
reports, they were not in agreement with the directive's 
procedures aimed at achieving that goal. 
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A. OBJECTIVES 


Table XI represents the views of participants with 
regard to the objectives of DoDD 7640.2 and the extent to 
which these objectives might be achieved. Question 7 indi- 
cates that 83% of all respondents believed that the direc- 
tive's objectives were clear. However, it is interesting to 
contrast the responses to question 8 with thos2 of question 
9. That difference suggests tnat a clear statement of 
policy objectives has yet to be fully communicated to prac- 
titioners. Question 8 asks for policy objectives in the 
words of the respondent, while question 9 asks the respon- 
dent to rank objectives which have been identified by 
Government officials in the literature on DoDD 7640.2. 

Question 8 shows that 60% of all respondents believed 
that DoD's procurement system is suffering from an image of 
questionable integrity. There was mention of the "horror 
stories" and bad press that have brought increasing criti- 
cism and political pressure to bear on DoD policy makers. 
One contracting manager claimed that he attended a speech 
given by former Assistant Deputy Under Secretary of Defense 
WMequisition Policy) Robert Trimble in which Mr. Trimble 
said that DoDD 5000.42 was issued => please Congressman 
Peooks (D-Texas). According to this respondent, Mr. Trimble 
implied that the directive was hastily put together at the 
mrss Minute, receiving very little coordination below top 
Management level. This view tends to support the opinion of 
Many of the respondents that DoDD 7640.2 is a Significant 
improvement over DoDD 5000.42 in terms of ciarity. One 


audit manager expressed it this way: 
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TABLE XI 
Participants’ Views on Objectives 
T: e the objectives which DoD expects to achieve with 


b. 
C. 
d. 


10. 
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Ar 
this directive clear to you? 


CONTR AUDIT BOT 


Yes 77% 1023 8 
No 23 1 


In your own words, what do you believe is the pur- 


pose for DoD issuing the directive? 


CONTR 


Perceived need to restore 
Integrity to the system to 


reverse poor DcD ne sr 
To ensure faster followup action 
QAMO Er ged audit. rSsports -------- 4 1 
Political pressure (Congress, 
A wee cc 36 
Better ieee tren of audit r>- 
sources via increased contracting 
Bier seiner, eem 27 
MORG VERDC AAT NOTS Clout ---------- 14 
Respondents were asked to rank the f 
objectives which have been stated in 


on the policy. 


To encourage d Orssccers cd 
give more heed to the advice of the 


auditor ------------------2--222-22-2-2-2-- 


MOD Eng potentially troublesome 
Situations to the attention of 


management for faster resolution ----- 
To require more personal accountability 


for the financially related decisions 


Ae ara COMCLaActiagd 5fficer makes ---- 
To require more accountability for the 
recommendations made in audit reports - 


TO require more accountability of 
Management as it relates to the 


AMA EE AO Ce SS == ----- === -- = --->- 
To enhance DoD's battle against fraud, 


waste, and abuse in its procurement 


systen -- ---- - --- - = - >= 7 7 > > > - 


Hi 


AUDIT BOTH 
100% 60% 
0 30 
0 27 
25 27 
0 10 
Owing six 
terature 
CONTR AUDIT 
0% 22,5% 
2229 19.8 
$29 15.9 
0 17:529 
18. 1 13.8 
16.7 IBN 


Do you feel that *he directive will achieve these 


cbjectives? 
CONT2 AUDI BOTH 
Yes 45% 100% 60% 
No 55 0 40 
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I think 7640.2 is a great improvsnent over 5000.42 which 
sasso hastily thrown together tnat it created a iot of 
consternation within the contracting community. Perhaps 
if 5000.42 had not teen issued first, 7640.2 would be 
received a lot better. 


A substantial number (41%) of the contracting group 
believed that faster followup action was a primary aim of 
the policy (response 8-b). The timeliness issue was a 
common thread that ran throughout che course of most inter- 
views. The concern for timeliness is apparently due to the 
provision which Congress included in its passage of P.L. 
96-304 requiring resolution of all federal audit reports 
within 6 mcnths of issue. 

Mimcty=sixe percent Of the contracting group recognized 
Bst. in order to improve its credibility with Congress, DoD 
needs to respond to the political pressure for improvement 
Mrespecific areas. One contracting officer said that "DoD 
needs to dispose of a large number of outstanding audit 
reports to give Congress the impression that we have dons 
Pemething to control costs. This would certainly help to 
Mitigate the negative implications of reports made to 
Congress by the General Accounting Office."* 

Perhaps the most interesting result of question 9 was 
the tendency »f both groups to giv? a lower ranking to the 
accountability of practitioners. These responses appear to 
be a psychological way of dealing with the perception that 
more accountability is expected fron them. That interpreta- 
tion of the responses becom=s even more probable when 
considering that management's involvement was thought to be 
important (response 9-b), but not management's account- 
ability (response 9-e). The apparent paradox may be the 
result of the confusion between the requirements of DoDD 
7640.2 and its predecessor, DoDD 5000.42. One of the 


mab ab AD y TU A a AED api A Ae ee MD P 


*See chapter I, p.? 
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provisions cf DoDD 5000.42 required senior acquisition 
Management (DISAO) to take a "clear position" on disagree- 
ments and issue a written statement of such position to the 
contracting officer. DoDD 7640.2 has somewhat softened its 
language in this area so that the DISAO acts more as an 
adviser than a decision maker. However, the role of the 
DISAO still seems unclear. 

The emphasis on timeliness of resolution was expected 
and is comparable to the similar emphasis round in response 
to question 8. It is surprising that respons2 9(f) was not 
rated higher since “enhancing DoD's battle against fraud, 
waste, and abuse" is a popular phrase found in the litera- 
ture on audit followup. 

Question 10 contrasts the cohesiveness of the auditing 
Exup with the split in the contracting group. All of those 
answering "no" made it clear that some of the objectives 
might b2 acheived, but not all of them. The 60% answering 
Nes" failed to make this distinction, whick appears unreal- 
tic. Of those who qualified their "yes" answers, there 
was a general belief that all objectives would be achieved 
to a certain extent, some more than others. One auditin 
Manager did say that achieving all əf the policy's cbjec- 
tives would depend on how well DoD's Inspector General 
ANO G) enforces compliance with the directives. The DoDIG 
followup to ensure compliance is ons of the najor stated 
requirements of DoDD 7640.2. 

Those Less confident in the directive's abiiity to 
achieve its objectives were more outspoken. One Defense 
Contracts Administration Service (DIAS) ACO expressed this 


opinion: 


The competent contracting officer has always given 
appropriate attention to audit, and in these cases where 
he disagrees, has dene so for gooi, sound reasons. The 
directive can't improve this. For the less competent 
Per accinoa officer, ts directive still doesn't change 
anythinc since he always has reiied heavily on audi- 
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Bavace and will cortinue to do so rather than challange 
audit reccmmendaticns. 


Another DCAS Manager/ACO had this to say: 


Contracting officers have always given heed to the 
auditor. They have always been ee | accountable 
for their decisions, and management has always been 
accountable to a certain extent for thelr decisions. 
fers won't change either. All of this is political 
nonsense. 


B. RESULTS 
1. Resolving Significant Differences 


Table XII indicates that DoDD 7640. 2 has had no 
appreciable effect on the number of significant differences 
between contracting officers and auditors. However, there 
may still be some confusion among practitioners with respect 
to what constitutes a "Significant difference" since 7640.2 
revised the definiticn. Regardless ci the definitio j 
apparen- that the madority of contractiag officers dispose 
e audit reports by agreeing with the major findings of 
auditors.  Auditors mcst frequently responded to questions 
19 and 20 by saying that no statistics are available on tne 
issue. However, in the words of ons audit manager, "DCAA oz 
the whole has experienced a 65% sustention rate on its 
recommendations. This means that 55% of the auditor's 
recommendations have been incorporated into the contract." 
Since the "give and take" of contract negotiations usually 
require a pre-negotiation position higher than the desired 
settlement, the 65% sustention experience of DCAA suggests 
that contracting officers have generaliy entered into nego- 
tiations with a percentage of agrésment with audit advice 


higher than the 65% sustention rate. This finding compares 





! 
| 
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TABLE XII 
Significant Differences 


19. Before the implementation of 7640.2, what percent- 
To mO auemesrın YOUL Organization involved signif- 
ane aL erences ot opinion bezween the contract- 
namerr lcerL sand the contracLrzauditor? 


Insignificant/quite small 100 


20. What is now the percentage of audits containing 
these differences of opinion bezween contracting 
ice tanda contract auditor? 

CONTR AUDIT 


Mr PE to. E ita. E cat) PE ii. HE. En En ANO. Pi”. — rico. 


Irsignificant/quite small 100% K 
* No statistics available 


— 





favorably with the contracting group's responses to ques- 


tions 19 and 20. 
2. Speed 9£ Resolution 


Table XIII indicates that the majority of respon- 
dents (50%) believed that DoDD 7640.2 has had no effect on 
the speed of resolution. Many respondents z 
policy was too new to determine its truz effe 
Husa One auditor said that quicker resclution cí di 
ENnces of opinion will occur only if the policy is fo w 
There were no respondents who disagreed with the princip 
goal of reducing the number of overaged audit reports. 
However, a significant number of the contracting group 
pointed cut that guicker resolution ci differences between 
the contracting officer and auditor does not always result 


S 
maeguilcxer disposition cf the audit report itself. 
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TABLE XIII 
Change in Speed of Resolution 


PENAS afresult of tie directive 7640.2, audit reports 
are resolved: 


CONTR UDIT  BOIH 
"IONS en nn 13% 3% 
SOI ===> 23 39 27 
openan e 77707270777 54 SS 50 
SOM Ss MO NED == === === 14 13 13 
Mueni ORC Ciz nnan 9 0 0 


C 
O 
2 
id 
"Jg 
i 


kam eren ie m mum a Mm eus S a cute ee ee 


| 


Additionally, it was pointed out that quicker disposition of 
audit reports does not always serve the government's best 


interests, an issue which is discussed later. 


noces EIndgscacsesca total or 16 audit actions 
elevated to a DISAO or Board for independent review. This 
figure may be sligntly overstated since it is possible that 
references to elevated actions coming from the differen 


+ . 


* 


E 
groups pertain to the same audit report. The most striking 
feature of Table XIV is that all of the reviews have bee 


n 
Mecided in favor of the contracting officer's position. 

Several of the auditors questioned whether the 
so-called “independent” management review of «he contracting 
officer's pesition really achieves a completely impartial 
assessment of the differences in opinion between the auditcr 
and contracting cfficer. Their suspicion may be warranted 
in view of the fact that 100% of the elevated actions 
reported have gone in favor of the contracting ofticer. 
Several contracting officers commented on the tendency of 
senior management to approve the contracting officer's posi- 
tion. The reasons given were: 
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However 


auditor 
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Percentage in agreement 
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TABLE XIV 
DISAO/Board Independent Reviews 


. How many differences of opinion have oe had 
: elevaeedgete an official or ooard in the last 
6 months? 


CONTR AUDIT 


13 
SAME recent ge Of Senior ofri1cial/DOard written 
recommendations have been in agraement with or 
SUpport o oa e COn rac rng officer's position? 


. What percentage of senior official/board written 
reconmendations have been ln agreement with the 
audıtor? 


entade in agreement wi: 
W 
ie eee eS A 100% 


ins m OE ee, I a eee ee Pz Qro ln o ld AAA | 


Management's lack of experience with the contracting 

Svoret( Gra Pearily cited for military officers). 

Management's unfamiliarity with the specific procure- 

ment action in question. 

The need for expediency, i.s., avoiding Geleays and 
SCGipeticartions tn ch] organization's procurement 
mission. 

The advice of cther technical experts favored the 
Gomereceang Ofiílcs: over the auditor. 

e it should be noted that the directive offers ths 
an avenue of recourse: 


Directo; ontract Audit Agency (DCAA) 
cogo gand negotiation 
he memoranda indicate that a 
zi 


reseness ot opinion 2xX2SctS ON 


ü 9 ` 





the SET On. of conttract audit reports, whether the 
contracting officer did or did not request reviews b 
the DISAO, the contract ug EU ld Office auditor shal 
refer the matter to the coges zan» DAA regionai director 


(Ref. 2: F-7.b.]. 


u. Dizect Effec 


t+ 


Ora ontccge os 


The data in Table XV indicate that there are no 
effects from DoDD 7640.2 directly traceable to defense 
contractors. One? Air Force contracting manager believed 
that most contractors are not aware of the directive's 
requirements. However, onre respondent in the audit group 
indicated that contractors seem to be responding a iittle 
More quickly to audit reports than in the past. In view of 
the stand taken against the policy by two major industry 
associations, it would be misleading to say that ccntrac- 
tors aren't aware of the directive. 

The responses to questions A39 and C50 are 
surprising in view of the predictions that were made when 
the policy was first introduced as DoDD 5000.42 in August of 
1981. Because of the previsions of the Contract Disputes 
Act of 1978,6 there were many who expected a substantial 
aeerease in the litigation of contractual disputes. Since 
mae audit followup policy was expected to cause contracting 
officers to issue more final decisions in agreement with the 
auditor, it was believed zhat more appeals woulda result 
However, the data show that this has ver to be a 
Another interesting aspect: to these responses is that no cne 
interviewed mentioned that there was potential £ 


1 
litigation, despite its being a reasonable expecrtacticn. 


Beatie 8 cGctrontc ¿industries Association (EiA) aad The 
National Security Industrial Associazion (NSIA) 
The Disputes Act provides government contracters with. 
Beer cight tec appeal thé final décisions of contracting offi- 
ÚS ES. 
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TABLE XV 


Direct Effects on Contractors 


A 34. What differences, if any, have you noticed in 
"39. contractors’ proposals as a result of 7640.2? 
CONTR AUDIT 
No change 100% 100% 


A 37. How has the implementation of directive 7640.2 
ende the type or costs which a itO 
question? 


£3 (th 
wit 
gc ^ 
fu 


C 46. How has directive 7 
questioned by d 


No changes 10 


A 39. To your knowledge, has 7640.2 had, any eff 
the percentage of disputes which have bee 
appealed to the AS BCA or courts? 


C 50. Is there any evidence that 7640.2 is affectin 
the Srequency Ot contractors' appeals #0 ASEC 
OL. (COU zie. 


A LA AA ia En - nn ae cn, PR ce uuu um em ci OMNES i ap ee a ee, SE ce es ies, ee eee 
u u ET ll ae tee PO caeno diaz ee eS ce MED ij TA m re ee De NEM rien un ED sagen, e Ray EOS TT 


CONTR AUDIT 
Yes 0 
No 100% 100% 
ae a ————————————— 
5. Contractoz-Auditoz Disagreements 


The questions appearing in Table XVI ware intended 
to test the effect of DoDD 7640.2 on the frequency and 
propriety of direct settlements of disagreements between 
BED-raceors and auditors. Because Jf an oversight, auditors 
were not asked a followup question to A35. 

The responses to questions A36 and C45 show tnat 


there are situations in which disagreements are best settlied 


Sil 
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TABLE XVI 
Contractor-Auditor Disagreements 


A 35. Before the laplementetiíon o£ 7640.2, how often 


were you asked to settle a disagresmen- dizrectiy 


O 


4 


{ | 
| 
| | 
| | 
| | 
{ 
| | 
| with a contractor? | 
: | 
C 43. Before the izplementation 52 7640.2, how often | 
dec cOn 22c 92, 5,5 er£rt le a d’sagresnen- 
ARSS y with an auditor? | 
| CONTR AUDIT BOTH | 
| ; | 
| Occasionally ------ 25% 63 30% | 
NONE ee = ee 45 Ü 30 
| po - eec 25 2 23 
o E TS Meere 9 12 7 { 
| INED MEL Lc E 0 Q 0 | 
| C 44. Since the implementation of 7640.2, how often | 
| have vou asked the contractor to settle a disputes | 
| wesn the auditor? | 
| CONTR | 
| EI ee 03% | 
occas onally = 16 
{ A ecce 16 | 
Erequeusbyse-*-e--- 5 | 
NER e ee 0 | 
| | 
| 
| ESO ID your Opinion, when is it advisable for an. | 
| IM o a Nhe COn Tacto to deal directly in | 
| seeking to settle disagresaents on audit | 
recommendations? | 
| AUDIT | 
| 
| zen there are questions of fact, 1.2. accounting | 
| - system He other system) dđdəficienciəs, incurred | 
cÓósts, defective pricing, etc ----------------- 100% | 
| | 
mE Do you th$nk it's good to ask a contractor to | 
| settle audit recommendations with an auditor? | 
| CONTR | 
| Yes 393 | 
| ÑO 65 | 





Are ctly berween the auditor and contractor. Comments from 
the contracting respondents answering "yes" to question C45 
are in agreement with the auditing group's response to ques- 
tion A36. As one Navy PCO put it: 


Where there are issues of fact to be sectied, these 
ENuld be dealt With prior to negotiations. If they 
(da or and Contractor) can settle, it avolds being an 
issue. To say "no" would imply shat the con racting 
officer is always capabla of achiəving a superior déci- 
Ion. 


The percentage of those contracting respondents who 
never ask for direct settlement rose from 45% (question C43) 
to 63% (question C44) after the implementation of DoDD 
7640.2. There are times when direct ssttlemnents between 
auditor and contractcr are appropriates, as the response to 
question A36 indicates. But there 1s no apparent explana- 
meron for the number of requests for direct settlements to 
decrease. Perhaps the responses to questions C44 and C45 
BEEN rcrtlect)on 5f the contracting ofiicer's frustration or 


disappointment in the ascension of the auditor's role. 


6. Quality and Effectiveness of Audit 


(D 


sa pos 
SA: AAA a (u 


T 


As Table XVII indicates, the overwhelming majority 
of respondents believed that the directive had no effect on 
the quality of DCAA audit reports. The auditors who 
answered "ves" to question A31 gava qualified answers. They 
stressed the need for audit reports to be of unquestionable 
integrity and accuracy dus to the potential for disagree- 
ments with contracting officers. However, they were quick 
to add that an unqualified "yes" would suggest that DCAA 
audit reports have not always been of the highest quali-y. 

Question A32 (response a) of Table XVIII highlights 
the importance that 75% of the auditors attached to the 


sustention of their recommendations in negotiations. To 
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TABLE XVII 
Effect on Quality of Audit Reports 


| 
| | 
| | 
| | 
na: | 
| SOR TIn your viv, has this directive affected the | 
| quality of TCAA audit reports? | 
| AUDIT | 
Yes 33% | 
No 67 | 
: | 
| C 37. How would you judge the average quality of DCAA | 
| audit TSports? | 
| CONIR | 
| (eod uc eS we mee 775 
a —== === == 14 | 
| d JOG eI 2 | 
| OT EDIO == ===-=-===> 5 | 
| > 0 
| | 
| C 38. Do you believe that the ovsrall quality of_DCAA | 
| audit reports has improved as a result of 7640.2? | 
| CONTR | 
| “eE 5% | 
| i 
| | 
| 


| 


t 


mois end, 50% of the auditors stressed the utility cf audit 
reports, including accuracy and fleaxibilizy as essential 
characteristics that make an audit report useful in negoti- 
ating a fair and reasonable price. In comparison, a rela- 
tively small number (23%) of the contracting group cited the 
usefulness cf audit reports in negotiations (C36, response 
b) as a criterion for deciding the value of an audit report. 
However, 67% named (1) the quality of documentation, and (2) 
the support for findings, both of which are fundamental 
requirements for successful negotiation. 

The issue of timeliness seens to command consider- 


able attention in much of the written material concerning 
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TABLE XVIII 


{ 
| 
| Audit Report Effectiveness 
| A 32. What key things determine whether an audi“ report 
| is effective? 
| AUDIT 
a. The extent to which recommendations are 
fuse ned i0 the negotiations -7=====-=-=-=-=--=----- 15% 
ULerust be completely accura-:e and sufficiently 
| A E cem mmm mm mmm 63 
{ c. Must be useful to the negotiatior,i.¢. under- - 
| standable SE eo. ee A e == 50 
I ad. Adequate timeliness to permit consideration 
| O | Di ee ee 13 
HES3. In your un cnr has7523072 :m]mproved the effec-- 
i iveness of audit reports? 
| AUDIT 
| Too soon to tell ---- 50% 
Yes ==>. -- -- nn nn 
| Ne eu sun mm 12 
MC 35. Has this directive improved your use audit 
| Terorts-? 
| CONTR 
Yes 9% 
No 91 
Beso. Whee Key things @o you look for in deciding 
| whether an audit report is good? 
| CONTR 
| a. Quality of documentation and support 
{ CE a ee 67s 
| 5. Responsiveness to audit request and sufficient 
Mepen Of review to facilitates negotiations --- 23 
ENTM cbputatrion of auditor oc-DCAA ozrice --------- 14 
E == === A > E 
| EM sums every audit report. is 3004 -2--—--------- 9 
f. Timelinsss -»-------- - --- - - 7-22 2 7707 0 2 0 - 5 
| 
b 
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contract audit. In literature and correspondence cn the 


topic, the predominant view seems to be that audit reports 


29 
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must be timely to be effective. However, it is interestin 
to find that both groups considered the timeliness cf an 
audit report to be relatively insignificant in determining 
its effectiveness. Better than 80% of the contracting group 
were satisfied with the quality of DCAA aucit reports (Table 
XVII), which would suggest that they were similarly satis- 
fied with the timeliness with which they receive the 
reports. This issue should not be confused with that of the 
timeliness of resolution between auditors and contracting 
Secicers. 

There was a marked difference of opinion regarding 
the influence of DoDD 7640.2 on the effectiveness of audit 
reports. While 38% cf the auditors believed that the direc- 
tive has improved audit report effectiveness, only 9% of the 
contracting group repcrted that the directive had increased 
their use of audit reports. Auditors appeared optimistic 
about this issue since 50% of those surveyed said that it 
was too soon to tell whether there will be an impact on 
effectiveness. Although the consensus among auditors was 
that audit effectiveness will increase as time passes, there 
was no evidence that this has yet taken place. 


C. BENEFITS AND DETRIMENTS 


Beer illustrates thet DoDD 7640.2, to this point, 
has caused only minor procurement ds=lays. However, of the 
three contracting officers (14%) answering "yes" to question 
C47, two believed that the Government failed to benefit fron 
the delay. Despite this seemingly insignifant impact, 
procurement delays shculd be carefully monitored due to 
Fear counter-productive potential. 

Some savings have resulted from the implementation of 
DODD 7640.2 as Table XX points out. Information redqarding 


the reported savings was not available. Therefore, the 
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TABLE XIX 
Procurement Delays 


C 47. Have you experienced a delay in procurement as 
a direct result of 7640.2? 
CONTR 
Yes 14% 
No 86 


C 48. Do you believe that the overall effect of this 
delay has been to the Government's advantage? 


Yes 33% 
No 67 


[("-—————————————————————————— Ju iel 


| 


measure of government benefit cannot be accurately assessed. 
Most of the auditors indicated that direct savings cannot be 
determined. However they indicated that 1t is reasonable to 
assume that DoDD 7640.2 will produces savings by improving 
the negotiation process. It is rational to assume nat 
improved negotiations will produce savings, but there was no 
evidence to support the belief that DoDD 7640.2 is achieving 
the necessary improvement in the negotiation process. 

By passing Public Law 96-304, Congress required that 
audit findings be resolved within six months after a report 
is issued. Congress intended to support a similar provision 
found in Office cf Management and Budget (OMB) Circular 
A-73, “Audit of Federal Operations and Programs." However, 
there appear to be seme differences in opinion among practi- 
tioners and policy makers regarding the distinction between 

n 


tne resolution of audit recommendations and the disposition 


fps. 
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| 
| TABLE XX 
| Direct Savings 

E oo In your organization, has there been any 
| 
| 


documented recovery of ES funds attributable 
to the provisions of 7640.2? 


ASA ARA | 


CONTR AUDIT 
Yes 0 12% 
No 100% 38 


ba Lm m 





f audit reports.? These differences canter on the circum- 
stances which constitute each of those actions. 

The responses to question 21 (iten a) of Table XXI show 
that 50% of all respendents believed that resolution of 
audit recommendations should not occur until negotiations 
with the contractor are concluded. Another 33% (response b) 
of all respondents agreed that resoiution hinges on the 
decisions made by the contracting officer either before or 
during negotiations. Responses (e) and (f) show that only 
fame Of the respondents agreed with the official definition 
for resolution of audit recommendations given by DoDD 
7600.2. In fact, responses (a), (by, and (c), which were 
cited by 96% əf all respondents, form the respondents! defi- 
Menon OL resolution. According to DoDD 7640.2, the situ- 
ations described by responses (a), (b), and (c) constitute 
disposition. It seems chat while DoDD 7640.2 emphasizes the 
timely resolution cf differences between auditor and 
contracting officer, it nonetheless has achieved a "disposi- 


meen" attitude in the minds of practicioners. 


7See definitions, Appendix A 
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Audit recommendations may be expeditiously resolved 
through the provisions of DoDD 7640.2, however quick resolu- 
tion between the auditor and contracting officer doesn't 
guarantee a timely disposition of the audit report. Table 
XII illustrates that DODD 7640.2 has had no appreciable 
effect on the number of significant differences requiring 
resoluticn. Therefore, a rational assumption is that dispo- 
sition of audit reports is the primary goal of the followup 
policy. The responses to question 3 of Table XI also 
support this assertion, since it was a popular belief that 
disposition of audit reports is neejed to appease political 
eritics. 

Questions 22 and 23 of Table XXI svaluate the effect of 
DoDD 7640.2 on the speed of resolution. Most respondents 


m «he 


th 
rj 
O 


(50%) indicated that there has been no effect 
directive in this area. However, 39% have experienced 
quicker resolution, while only 19% hav2 experienced a slower 
process. As the data to question 23 show, quicker resolu- 
tion has been unquestionably beneficial. 

What is surprising is that of the three respondents who 
have experienced slower resolution, two have found the 
slower process to be beneficial. The most frequentiy given 
reason for this view was that the six nonth time requirenent 
is not always in the government's best interests. Some 
audits, e.g. certain operations and overhead audits were 
clted as requiring more time to resolve significant issues. 
In those situations, rressuring for quick resolution can be 
meesamental, On the other hard, twò contracting officers 
(9%) and one auditor (13%) have found detrimental effects 


from a slower resolution rate. 


Question 11 c£ Table XXII shows how each group felt 


about the benefits of the directive. Response (a), which 
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TABLE XXI 


Benefit of Quicker Resolution 


In your opinicn, when ls the proper 
audi* recommendations as resolved? 


CONTR AUDIT 
After negotiations when the 
eontraesıng Officer Teaches | 
uunc tnEChessontrdactor ---- 30% 50% 
Nc UO contzacting Officer 
makes a decisicn either before : 
IO O AOS €----4--9----- 4 1 29 
When the contractor correct 
a deficiency or implements 
audit recomnendations ----------- - 9 25 
Va ESCE Oren ng audit type ------ 14 0 
AnensAudıtor and Contracting 
Date ense tte differences ------- 0 
When DISAO or Review Board 
St Ste Contracting 
A SIP == ==2 22. ne 5 13 
As a result of the directive 7640.2, audit rep 
are resolved: 
CONTR AUDIT 
Male OS n 0% 13% 
RMS quico --------- 23 38 
DE E 54 38 
SoNnewHat SPONSI —---------- 14 313 
MS O 9 0 


In your view, 
the Government? 


CONTR AUDIT 

Much quicker 

Yes ^" 0 100% 

No 0 9 
Somewhat guicker 

735 30 1090 

NO 20 
Somewhat slower 

Yes 67 0 

NO 33 100 
Much slower 

Yes" 0 

NO 100 0 


A. E A D 
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50% 
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has this change been of benefit to 


BOTH 
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TABLE XXII 
Benefits and Detriments 


11. How do you thirk the goals of the directive are 
beneficla 1? 


Imoprovedaco/Zaumditor coordination 

E UTE etter problenm 

e Dalh ty a a a = = So ae Sa Sa 27% 63% 3 

Management tool for contracting 

SUECAS "a > => >>> 36 13 3 

Goals are admirable, but directive 

not needed. Goals stated elsewhere 23 13 2 
1 
1 
1 


w 
e 


uU oo or === 2 22-2227 2>2> 
Improve timeliness of decision 

ma Si ee -- -- - --- ---- -- - 1 
Moreno Ss tE Savings €-9---5-9--——- 1 


8 
ü 
Increases CO in which 

Faces better DC ecisions 0 
etter o smpported DCAA reports ---- 5 
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12. How do you think the goals of the directive are not 
beneficial? 


CONTR AUDIT BOTH 

a. More administrative burden, and 

pureauerdatic Grewth potential ---- 32% 13% 27% 
IM CUsodgatzve etfecces == ========-=-== 14 63 DT 
ec Adverse sfzect on CO! s authoriy 

As ess) LAIR ---=-r------- 2T 13 23 
d. A system to second-guess che IJỌ -- 27 Q 20 
e. More management time for question- 

able benefit since requirements 

A 6 sa = ee a ae 14 13 13 
f. Overemphasis on quick resolution - 14 9 10 
E- Negatives effəct on CO/Auditor _ 

A see nat 3 a onen 5 13 7 
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was the overwhelming preference of auditors, indicates that 
the directive has improved coordination between the auditor 
che CONt=Sacting officer, leading to better visibility of 
problems. While 27% of the contracting group also cited 

this as a benefit, slighty more (35%) viewed the procedures 
Mandated by DoDD 7640.2 as a managenent tool for contracting 


officers. Only one auditer agreed with this view. 
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Response (g) shows that 38% of the auditors felt 
mat the contracting officer's accountability had increased, 
with better supported decisions as 2 result. None of the 
contracting group said that an increase in accountability 
was a benefit of the directive, which illustrates the sensi- 
Mty of the contracting group to the question of account- 
w tity. That is understandable siace the contracting 
officer is legally accountable for the contractual decisions 
he makes. To suggest that DoDD 764).2 has affected the 
Euwcractual accountability of the contracting officer would 
clearly be in error, end contrary to the explicit statement 
of the directive that "The contract audit followup systen 
shall be in consonance with the independent decision-making 
meee OL the contracting officer." [Ref. 2: E-1]} 

Thirty-four percent of the respondents considered as 
benefits: (1) the improved timelinass of decision-making; 
and (2) the potentiai for cost Savings to the Government 
(respenses e and f). With respect to the timeliness of 
decision-making, one Air Force Principal Administrative 


2 
contracting officer (FACO) made the folicwing connent: 


There is an unquestionable benefit which arises from the 
emphasis on timeliness. There has been a tendency on 
ame Dart CL fany contracting officers to delay their 
decisions on tough problems. It seems that too often 
decisicns on audit zecommendaticnas are pose oned until 
there iS an iron-clad case one way or the other. . 
However, =his is unrealistic. Th2 contracting officer 
should be a decision-maker, and if he's doing his job 
correctly, many of the decisicns will 
This policy wiil encourage the contra 
has a tendency to delay to speed up t 
process. 


be touqh. ones. 
Ingot icer vio 
€ 


G 
he decision-making 


A DCAS Managery/ACO also expressed concerr over the timeli- 


ness in which audit reports are settled. 


The timeliness of resolution is laportent since economic 
issues change so rapidly in the dynamic economic envi- 
ronment of today. it's a good idea to avoid allowing 
Aese Pricing issues to get old and turn into hiq prob- 
mS. Eo&kevėr, the professional contracting officer 





shculd be resolving these issues without the policy 
being issued. 


In contrast to the benefits attested to by tre 
majority cf conments to question 11, there were a signifi- 
cant number of less favorable conments, almost sntirely from 
me contracting group. Responses (c) anc (d) reveal that 
46% of the contracting group (37% overall) either believed 
that the directive had no beneficial effects or that any 
benefits possibly arising from the policy are achievable 
through existing guidance or through the professional 
efforts of the work force. 


2. Detriuental Fifects 


Response (b) to question 12 reveals again the 
support for DoDD 7640.2 within the auditing community. All 
audit responses other than item (b) were qualified in the 
sense that -hese non-benefits were believed not significant 
enough to question the overall benefit of the policy. One 
auditor stated that the directive can create ill feelings 
Doatween the auditor and the contracting officer, but that in 
most cases the team concept will be encouraged. An audit 


manager commented: 


Like most directives, the over-r on by affected 
per ties mitigate against its eff eness. Toc much 
paperwork and extensive management attention takes 
valuable time S from other equally Iaportant func- 
RSS. However he benefits far outweigh the dray- 
acks. 
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Saa Ep Contrast o Rhe aualt qzoup!s response, 


g 
only three of the twenty-two contracting respondents (14%) 
believed that there were no negative effects from the 

nicy. Sone of the contracting re n 
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pondents were harsher 
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Mae hers in theíz criticism of th 


nalyst manager said that "the directive, as written, 
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suggests that the opinions of pricing analysts, engineers, 
and other advisers, are useless." Another contracting 
manager added that "audit followup isn't necessary if both 
organizations do the tasks laid out in miles of existin 


instructions, directives, and legislation." 





VI. IMPACT ON CONTRACTING OFFICERS AND AUDITORS 


A. AUTHORITY OF THE CONTRACTING OFFICER 


mHemmos. publicized criticisą of DODD 7640.2 is its 
alleged adverse effect on the independent, decision-making 
MienOricy Of the contracting cfificer. The investigation of 
BEnat claim provided the initial focus and the primary moti- 
vation fcr this research. 

To fully appreciate the opinions of practitioners 
Erding the authority of the contrecting officer, one must 
make a distinction between the different types cf autnority 
vested in the contracting officer. 

The Defense Acquisition Regulation (DAR) contains 
ferme Ss concerning the contracting officer's Certificate of 
Appointment, commonly referred to as a "warrant" [Ref. 6:3 
2505.2]. It is the warrant which certifies that the 
EsUutrac-ing officer is an authorizasl agent of the Federal 
POSE ment with the contractual authority to bind the 
governnent to legal agreements within specifisd limitations. 

Expert advice is avaiiable to the contracting officer 
from a variety of functional specialists which he may call 
upon as necessary. Rewevsı Che pos polsiD111ty tors deter- 
mining the suitability of the pricing arrangement of a 
Gemercect rests solely with the contracting officer {f Ref. 6: 
3-801.2]. 

Ennce DODD 7640.2 is an internal directive not published 
Ehe Code of Federal Regulations, it cannot officiaily 
meee the contractual authority of the contracting officer 
Ame would in any way conflict with the provisions of the 
Defense Acquisition Regulation (DAR). Nevertheless, the 
Mea in Tables XXIII, XXIV, and XXV show thac the directive 
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has impaired the administrative authority of the contracting 
officer, since he apparently has less control over other 
areas of the decision-making process. 

The responses to question 16 of Table XXIII indicat; 
that there was considerable difference of opinion between 
the contracting and auditing groups over that issue. While 
Ot che contracting officers perceived that their 
authority has been weakened, only 25% of the auditors shared 
that opinion. Most (75%) of the audit group believed that 
ee independent decision-making authority of the contracting 
officer has been unaffected by the directive, an opinion 
agreed upon by a relatively large portion (36%) of the 
Fontracting group. Only two of the contracting group (9%) 
believed that the contracting officer's authority has been 
strengthened by DODD 7640.2. 

Responses (a) and (b) to question 17 show that the 
contracting officer's latitude in decision-making has been 
narrowed. However there was a wid2 range in the comments to 
that question. There were both advantages and disadvantages 
which emerged from the cppoSing perspectives. Among he 
Contracting respondents, opinions were more negative in 
Eure, since contracting officers were concerned about the 
potential for being "second-quessed." The requirement for 
more extensive justification for decisions was also viewed 
as a disadvantage. The following remarks by contracting 
officers and managers highlight the majority opinion of that 


group: 


et act audit is thought to be advisory. Accounting 
Eecords represent h2storical cost data, they do not. 
usualiy Bellos Pcs cniotogical changes which could arf 
Een zuture. An informed contracting officer makes h 
EEcGsron based on all inputs, not just DCAA. This 
üzrective requires the contracting officer to elevat 
disagreement to higher management who may not be 
Familiar with the issue. 


(0 
f» 


meme Impac= Erom this directive is ver 
Esucractriag otflcer 2s singuilarly res 
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pU LA ——OD oL. 1A a) cis le cis i a aM 


TABLE XXIII 
Authority of the CO 


16. In your opinion, how has DoDD 7640.2 atfscted 
the independent, decision-making authority of tne 
montcs ngeomNricer? 
CONTR AUDIT BOTH 
Neakened e Emme 55% 25 47% 
NOMS E - a - e == —— == 36 T5 47 
Serengenene dm. >=. 9 E 6 


T7. Would TE please explain your opinion including why 
you believe: such an impact ls or is not important. 


Weakened CONTR AUDIT BOTH 
a. CO must elevate Significant audit 

issues which encouzages less re- _ 

SPONS ELIE Or decisions ------ 36% 25% 3 
Be Auditor's power over2mphasiz2i -- 27 0 2 
EENCO rrustra-zon from adms?nistra- 

tive burden. Less time for other 

O E AS A nn > 0 


GJ 


Na effect 


d. CO has same contractual, 
suthossty, but less arbitr 
ME ntrzoccizng Officer still 
the responsibility for con 
lecpugUscisdons ------—------- 14 
"Ur mpacce 15 adminizst-ative --- 14 
Significant actions have always 
been reviewed by senior a&cquzisi- 
A o neun nn 


y --- 45% 50% 47% 
= 


Orn iD 
e e 
| cof 
ri 
u 
O CO 
bb) 
Go Ou) 


Strengthened 


me causes the CO tc morecarefully 
Mena cugh" and document 
decisions AA es BP O A A A AED SUED A A a RD ee ws @ ewe wee cum 9% O 6% 


aspects of the award of a contra 
supposed to be a team member, no 
policy change makes the auditor a 
no check or balance on the quality 


Mme herdest thing for a government bureaucrat te do 
consistently is act indspendently and forcefully. The 
system produces conformity and fosters the abdication of 
responsibility., Under the new followup system, weak 
contracting officers will become weakez, strong ones 
W be mora frustrated. That's important. 
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Although 50% of the auditors believed that the directive 
makes the contracting officer less independent, their 
comments also indicated that the actions of contracting 
em Cers need closer scrutiny. The spirit of the audit 
group's comments can best be captured in “his statement by 


an audit manager: 


mere is no change in the contracting officer's 
authority. He may still deviate from audit recommen 
pons. owever, now he aust document, ¢xplain, and 
some cases have an independent review of his decisio 
E 
m 


da- 
n 


me the extent that his UM cg 
enn lity is constrained by tbe justification require 
the directive could be viewed ás bpensficial. 


al 
ne 
lex- 
ent, 


RO STterestaing to note the opinions of two (9%) 
contracting officers who felt that DoDD 7640.2 has strength- 
ened their authority. Although they recognize that the 
Enwbractang officer is required to more thoroughly justify 
his decisicns regarding audit reconnendaczions, this require- 
ment was considered an advantage. An Aix Force PACO offers 
EN *planation for this position: 


EP 
Tale 
th 
t^ 
l 


fy 


en's authority. However, the policy definite 
mee Contracting officer on the spot regarding 

Sions he makes In audit recommendations. Ift 
EUntracting officer knows that hə will have to 
NS position to higher authority, this should 

to think through a situation more carefully an 
fore support his decision better. <A contracting 
who does that will realize more Authority, "SED 
of the regulation saying he has nore or les S 
but because he has done his homework. 


Technically, there is no effect on the contract 
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B. ROLE OF THE DCAA AUDITOR 


Contracting officers generally perceived «haz the DCAA 
auditor*'s role is changing from the traditional role of tsan 
member to one in which audit advice is virtually mandatory. 


EN e current efswv*ironmcen- of cost control and £iscald 
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responsibility, DoDD 7640.2 has accordad audit advice pree- 
Einence over that received by the contracting officer from 
other functional advisers. That appears to be a difficult 
adjustment for most contracting officers who have perhaps 
viewed the auditor's role as subordinate to their own. The 
Usroctive now requires justification to higher authority 
when the contracting officer decides to proceed upor a 
course of action which significantly differs from the audi- 
Os recommendations. Many contracting officers and 
managers believed that the new audit followup procedures 
flect decliaing confidence in the procurement work force. 

HH cogts-ecesusgg to note that the notion of elevating 
significant differences between the contracting officer and 
auditor is not a new idea. The Derense Contract Audit 
Advisory Council (DCAAC) recommended over a decade ago that 
those differences be elevated to ensure that a DoD | 
is agreed upon on a timely basis, thereby avoiding cost 
delays [ Ref. 7]. However, until th2 DoD policy for contract 
audit followup was iaplemented, the only requirement for 
contracting officer deviations from audi* advice was to 
geeument the contract file (Ref. 6:3-801.2€(4) ]. 

Shortly before the DCAAC's zeport, then Deputy Secretary 
of Defense David Packard issued a mimorandum emphasizing the 
Au Sory role of the contract auditor. The memo also clari- 
fied the DoD position on slevatinq iisputes between 


BEsntraccting officers and auditors: 


I am concerned that there be a clear understanding of 
the adviscry role the ones ualror, has in support of 
Bue contractin offi cer. The independent, prefessional 


i 


advice of auditors is essential t5 good Defense 
pont-actingd. The contracti Moree cor NNst consider such 
advice. Nevertheless, contracting officers! decisions 

on matters of , Contract Cl have | oMGKSsUUnto account 
many factors in addition to those presented by the audi- 
tors er iSe therefore, necessary that all those 
responsible SO E furnishing. SUDDSCCMACONtuc Con. ac: 
officer understand the advi SOLY ERE they should 
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decisions of contracting officers. I want our, 
contracting people to exercise judgment in their 

a to ay wWOrk. The escalation > > 
relative to specific decisions should be avoided. If 
however, such decisions or judgment have general appl 
cation and, in the professional opinion of the audito 
indicate a change or trend in pricing or costing pol 
fne auditors nmay, Of course, transmit the appropriate 
information through audit command channels. (Ref. 8]. 
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TADĐDLE XXIV 
Auditor's Influenca on CO 


Hes Tn your opinicn, how has the A of the DCAA 
auditor been affected by directive 7680.22? 
CONTR AUDIT BOTH 
Strengthened auditor's role or 
influence vis-a-vis the 
COME aio Lt leer. == =========--= 59% 505 57% 


BemeNG Cates. on authority; auditor 
still has same advisoty role and 


A o a 45 50 47 
er Dislike tern "authority" which 

implies that auditor has 

ST E -—-—-—-----—- 14 25 17 


f» 
. 


Kun man nun Az nn ——————————————————————— 


- 
| 
| 
| 
| 
| 
| 
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Deputy Secretary Packard's memo illustrates well the 
traditional DOD philcsophy regarding the advisory role, not 
EN of auditors, but of all functional specialists who are 
En T'able to counsel the contracting officer. 

Response 18(a) o£ Table XXIV indicates that the provi- 
sions of DoDD 7640.2 have affected che auditor's influence 
On the contracting officer. The balanced responses to items 
(2) and (b) are an interesting finding, particularly when 
considering tne comments related to auditors! authority. 
Those respondents who felt that the auditor's role has been 
strengthened spoke out at length while only brief ccnments 


Meme Cftered in Stippcrt of the "no effect" opinions of 
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category (b). The fcllowing comments help to illustrates the 
opinions of those respondents whe believed that the audi- 


tor's role has been enhanced: 


An audit manager: Would rather not use the word 
MENUENO TE y in reterr»nqd to the auditor’s reiationship 
meee chascortraetung officer. However, the auditor's 
Pyeeuence On the Contracting officer has been strength- 


ened. 


An auditor: Now we have expanded cuties to document a 
contracting officer's failure to have a DISAO review. 
We will probably aiso be somewhat involved in answering 
internal audit questions during reviews of compliance 
With the directive. 


Mente Force Manager: Technically, the auditor is still 
an adviser. However, the auditor has an avenue for 
recourse that other advisers don't have. This defi- 
nitely has to have an effect, especially on those . 
contacting officers who are perhaps less competent in 

he ecc canc Ing ores c However, "author--y" isn't 
quite the correct term. 


Navy PCO: Don't like the use of tae word "authority" 
EE ccnnection wüith the auditor. That implies contrac- 
mua authority which the auditor doesn't have. "Role" 
nay be okay, but "influence" is an even better word. 
Thé auditor has been given much more power to influence 
Buc contracting officer. 


A DCAS Manager/ACO: The audit position becomes mcre cf 
a non-negotiable baseline which severely limits a 
Eur tracting officer in negotiations. 


EOC AS ACO: The auditor's star is tising. The 
contracting officer has beer put on the defensive due to 
fhe auditor's appeal process. 


C. RELATIONSHIPS 


As the data in Table XXV indicates, auditors and 
contracting officers even failed to agree about the nature 
of their disagreements. Contracting officers said that they 
always explain their disagreements to the auditor (C 31) 
while the majority of the audit group (62%) said that 
eenzracting officers usually don't communicate their posi- 


Brons tothe auditor. 
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TABLE XXV 
CO-Auditor Relationship 


Ber or toscmesadvenr of 764).2, when a cantracting 
officer disagreed with your recommendations, did 
he usually explain his position? 


AUDI 


Yes 38% 
No 62 


C 31. Before 7640.2, when you disagreed with the 
auditor's recommendations, did you usually 
exXplaun veuzspos:t1on to tne auditor? 


CONTR 


Yes 100% 
No 0 


C 32. Do you now qenerally resolve such disagreements 
With che auditor without going to a review 
Oro al or board? 


CONTR 
Yes 68% 
NO 32 
NECS Do you usually find it easy to establish good 
maps xcrhaENosc contracting officers? 
UDIT 
Yes 88% 
NO 12 


C 33. Have you been able to establish good rapport with 
most contract auditors that you've dealt with? 


CONTR 
Yes 95% 
N 5 


q» 
AAA CAY AA 
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The method which most contracting cfficers choose for 
communicating with the auditor undoubtedly has a lot to do 


With the dissenting viewpoints of the two groups. Most 


Ve 





(80%) of the contracting officers interviewed said that they 
rely almost entirely on the Price Negotiation Memorandun 
(PNM) ® to communicate their position to the auditor. Tha 
PNM is required by the Defense Acquisition Regulation (DAR) 
and serves the purpose of documenting: 
me The contracting officer's pre=negoviation position, 
including negotiation objectives and/or aspirations, 
2. The major procsedings cf the negotiation with the 
contractor, and 
Bee the results of the negotiation. 

The majority opinion of contracting officers was that 
the PNM provides sufficient explanation to the auditor 
except for unusual cases where closer communication is 
necessary to resolve a significant issue and attain a united 
government position before proceeding into negotiations. 
Obviously, where the auditor participates in negotiations, 
there will be more informal communciation with the 
Semeracting officer, particularly with regard t9 planning 
the negotiations. 

The following comment (to question A28) by an audit 
manager helps to clarify the primary reason why auditors 
consider most contracting officears' explanations to be 


inadequate: 
The key word here is "usualiy." Apparently sone 
eaer OCEL Cers do, Othars donit. "MOst Contracting 


officers give sọme explanation of thəir use of audit 
findings in their Price Negotiation Memorandun, 

m rong fis cacrons fOr Enel? decisions, But the 
et isn't always received by DCAA. DODD 7640.2 will 
require comprehensive justification in the PNM and also 
Pure thet 1t is transmitted to the DCAA auditor. 


The contracting officers’! responses to questions C3! and 
C32 are interesting since they cleary show that the policy 


has affected the wiilingness of contracting officers to seek 


®See definitions, Appendix A 
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Resolution with the auditor. The six contracting officers 
(32%) who answered "no" to question C32 indicated that since 
the policy has been in effect, auditors seem more inflexible 
in their positions, and in the interest of time, they 
elevate their pre-negotiation differences for independent 
review. One Air Force manager attenpted to put his finger 


on the issue: 


Since the policy dcesr't allow the auditor to change his 
Ad). tae contracting officer 15 going to pursue the 
poros of action that is correct with respect to the. 
inputs received from all his advisers. What reason is 
Bere for the contracting officer to discuss his posi- 
pon? Ever if the aucitor.egrees with the S Rcg 
Acer, he can't change his report. Reporting to Do 
Eontainues until negeriations are completed, a contrac- 
tual agreement reached, or the report is otherwise 
disposed. 


ps 
Cl 


€t (D (« 


The data presented in response to questions A29 and C33 
Stable XXV might lead one to conciude that there are 
inconsistencies in the responses of the two groups regarding 
*he contracting officer/auditor relationship. However, a 
closer examination shcws that the differing points of view 
are related only to the area of resolving differences of 
opinion on audit reccmmendations, rast the overall relation- 
Ship between the two parties. Most respondents acknowledged 
that a scund fundamental relationship between the 
Senmtracting officer and auditor is necessary to execute 
contractual arrangements that are most advantageous to the 


government. A DCAS ACO expressed this opinion: 


An interesting perception of eee GAO, DoD, ana 
Seer top lavel scfficials is that DCAA auditors and DoD 
Semtracting officers are u raeo li ci or disagrees- 
ment. I believe that while DCAA may have supported this 
EEUCY in he beginning, there is léss suppcrt for it 
Mew, Ge least zn the field. TI think many auditors 

Eus ze that Lt 15 calling unaecessary attention to the 
Bentzacting officer/auditcr interface. 
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Although some respondents indicated that good rapport isn't 
always easy to achieve, they view it as a vital ingredient 
to an effective DoD procurement systen. 


1. Changes in Attitude 





Table XXVI (question A30) shows that auditors have 


encountered a wide range of effects from the directive on 


EE Nhat changes if any have you noticed in the 
ducstHdes Of auditors that could be linked to the 
Jmprsmencacrion Of this directive? 


| TABLE XXVI | 
! 
| Changes in Attitudes | 
| 
A 30. What changes if any have you noticed in the | 
dee tudes Of Contracting Officers that could be | 
linked to the implementation of this directive? | 
AUDIT | 

a Contracting officers more willing to discuss 
peoe Lons A a a aa 63% | 
>o rO Crame ci on aeaa A + 25 j 
ENME oneee eand orfricers moce advsrsar2al -------- 25 | 
SemecOntract ing officers dislike the directive --- 12 | 
| 
| 
| 


p uu nn u A e > 


CONTR 
EBNNO cnange ln attic ude =--=------=--=-- = 727 
Auditors less hesitant to ensure Contracting 

ulcers comply with dizectives; more probing - 9 

| cc. Auditors concerned that policy causes more 

| rifts between them and contracting officers -- d 
d. Auditors more concerned that audit is 

| EET O O O O 3 


the attitudes of contracting officers. Response (a) indi- 
cates that most contracting officers (63%) have become more 
cooperative with the auditor. However, it is important to 


recognize that two (25%) of the auditors (responses c and 4) 





perceived contracting officers as more adversarial. That is 
Metibutablse to a common perception among the contracting 
group that DCAA was highly influential in DoD's decision to 
we i tuts the followup policy. In spite of that opinion, 
the responses to question C34 show that most of the 
e T acting group (72X) have noticei no change? in audicors' 
actitudes. 

Although three of the audit group (37%) mentioned 
negative apsects of the policy (responses c anrd d tc ques- 
tion A30), comments generally focused on the increase in 
cooperation which has resulted. Auditors felt that 
Eoncrac*ting officers have become pore wiliing to coordinate 
their planned actions with the DCAA auditor. One audit 
manager cited a particular type of occurence which tne 


Peeeective tenis to discourage: 


Etracting officers havs always looked to aua!z 
eemeuzrence in order to justify and support the 
Emons. Oftentimes I have had contracting office 
me to change my report based on the contracting 
Seme Ss discussions with the contrastor. What usu 
g pens erar NE Conte acting officer will giv 
eent actor a copy ctf the audit report, and the 
MemusactOr if turn #Wlil direct his high-powered , 
pesources to refute the findings. The contractor will 
eee o conv2once tne contrzactz2ng officer rhat the auditor 
is being unreasonable and suggest that he attempt to get 
mre auditor to agree with the contractor's position. 


Two additional audit responden-s agreed with the 
audit manager's point of view. They believed that DoDD 
7640.2 will increase coordination between the auditor and 
Semetacting Officer, giving the contracting officer both a 
better audit report and a fuller understanding cf the 
Baeeetng issues. They indiceted that closer communication 
and cooperation between the contracting officer and auditor 
pU educe the tendency of contracting officers to accept a 


pouuractor's arguments without first consulting the auditor. 
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Table XXVII adáresses the impac- from DoDD 7640.2 on 
negotiation process. While 50% of the contracting group 
experience no effect from the ldirective's requirements, 
felt that less effective negotiations havea resulted. 
issues raised by the contracting group with respect to 


negotiation process merit repeating: 


Air Force manager: I hasn't affected technique. ] 
quer. it has required additional time, most of which 
e 


is devo 


Berscamyıineirng che auarcor that he should 


vacate positions not based on Substantial evidence 


rather 


han allowing those issues to be elavated. 


Ber manager: This policy can cause delays and create 
internal problems on the government's negotiation team. 


Th 
ation is weaker since he is put cn 


seaccrtractapng officer's authoriry PESE Meo a mega l= 
the défensive with 


respect tc the government players ES members). It 


assumes the auditor is the standar 


Audit is given 


more weight over other advisory sources. 


Air Force manager: I am more conscious of audit recom- 
mendations, and invite the auditors to negotiations more 
frequently. However, the process has been slowed down. 
Calculations take longer, ànd preparinq for the DISAO 
review taxes more time away. hese difrerences are more 
Visible to the contractor and are to his advantage. 


The remaining questiors in Table XXVII have no 


direct relationship to the implementation of DoDD 7640.2. 


Howe 


ver, those questions were intenied +o reveal the atti- 


Eus 0f contracting officers regarding the participation of 


auditors in negotiations.  Increasel participation by audi- 


tors in the negotiation process is not an expressly stated 


goal of the directive. However, an audit manager expressed 


his view regarding the importance of this issue: 


^ 


A OMA re 
Dra 


pasen 


he auditor should E ES in more Ae 
Soons. This .s a very political question internally 
.9. Within DCAA). .DCAA management feels that the 
Soro Participation in negotiations makes then. 

es prepared to defend their findings. The auditor. 
O parcicipates in negotiaticonsiwill be more prudent in 
EXC Dg What 1S ineluced in his Sudit report. 
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C 27. How has the directive affected the way you 
negotiate? 
CONTR 
a. No effect A S crue ces etu TT UE CERTE 5 5 
b. Less effective negotiations due to divided 
Oia DOSE, ee ee 
c. Lsss effective negotiations due to delays and 
[ES A AO t= ses ew ee 2 
C 28. What percentage of major negotiations in which 
you have participa ted also included the auditor 
ISI ADA 
CONTR 
EMEN pond nte who said 100% -g---------------- 50% 
EE c-pondsmtso who sazd 10 - 5% --------------- 13 
o onde ns WhO Saga hona ------------------ 18 
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A 26. How often have you participated A 0 
wlth contractors that you have audited? 
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Occasionally ----- 50% 
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de. 


D. 
Ce 


ds 


A 


29. Did the auditor's participation generally prove 


Eur What 2S YOULT opinion about auditcrs participatiz 


27. Do you feel that auditors should participate in 
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TABLE XXVII 
Bffect on Negotiations 
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Yes 83% 
No 17 


MS gota tons with a contractor? 


A good idea only if auditor rsalizss that the 
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M Ore participation is generally helpful-- 3 
Mudit or's participation is or some value 
BEER Son meHe Sl marıon ===> =- = - - -=---.--- 2 
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essential due to tactical importance as 

financial expert ---—-------—--—------—-------2-2--- 18 
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Contracting officers have generally found auditors 
helpful in negotiations (C29) and uaanimously agreed that 
auditors should participate, provided that the contracting 
officer has the authority to control the government's input 
to the process. The following two statements from the 
contracting group best convey the general feeiing of the 
group regarding the auditor's participation in negotiations: 


good auditor working as a 
ective negotiation. On tne 
IIS a treasure 
lations ana Split the team. 

is understandably exploited by 


Navy ACO: I believe that 
team member is vital to = 
Other hand, a weak audito 
Bunter," can disrupt nego 
Miss iS a condition which 
contractors. 


q 

a 

de 
he 


DEAS Manager: I think it's a good idea, definitely 
beneficial and productiv2, provided that the contractin 
Cer retains ultimate authority to plan, conduct, an 
consummate? the negctiatiors. The presence of the 
auditor gives the government team more options in its 
Strategy with the Ccntractor, but everyone should be 
aware Of ths need to present one and only one government 
position. 
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VII. SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS 





A. SUMMARY 


The primary purpose of this study was to investigate and 
hort the effects of DoD's contract audit followup policy 
on the independent, decision-making authority of the 
contracting officer. The auditor's role in defense 
contracting and the relationship betweer the contracting 
officer and auditor were also examined. To determine the 
overall impact of the pclicy on the procurement process, 
numerous other areas related to contract auditing were 
explored. 

The conclusions and recommendations that follow are 
based upon the perceptions of the participants of this study 
and the author's interpretation of those perceptions. 
References are made to selected literature sources wheres 


appropriate. 


B. CONCLUSIONS 


THE POLICY ATTRACIS UNNECESSARY ATTENTION TO THE 
RELATIONSHIP BETWEEN THE CONTRACTING OFFICER AND THE 
CONTRACT AUDITOR. 

This study has shown that audit advice was used exten- 
ey by ccntracting officers prior to DoD's contract audit 
BEN owup policy. The policy has nct affected the number of 
Significant differences of opinion between the contracting 
Officer and auditor, nor has it affected the manrer of 
achieving disposition of those audit reports containing 
Significant recommendations. Likewise, the speed of 


resolving differences has essentially remained the sans. 
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Close, effective communication between the contracting 
officer and auditor cannot be achieved through mandate. | 
Were this possible, ideal relationships would currently 
exist between every contracting officer and auditor due to 
existing regulation [Ref. 6:3-801.5(5)(8)]. Likewise, 
forcing the resolution of disagreements where the will for 
reconciliation dces not realistically exist 1s inadvisable, 
and cannot be expected to improve the fundamental reiation- 
ship between the contracting officer and auditor. 

A comparison of the professional competency of the two 
groups is instructive. The Defense Contract Audit Agency 
employs a highly professional staff of accountants and audi- 
tors, 95% of whom are college graduates and 20% Certified 
Peblic Accountants (CPAs) [Ref. 9]. In contrast, recent 
Statistics published by the Federal Acquisition Institute 
show that the DoD contracting work force averages only 42% 
college graduates [Ref. 10]. 

Because cortract auditors on the average are more 
professionally competent than contracting officers, they 
gain authority from their special knowledge and expertise in 
m@menaccounting, pricing, and costing areas. That is a 
well-acknowledged psychological phenomenon known as "expert 
power." The contracting officer is heavily dependent on the 
auditor for data that is essential to establishing sound 
pricing arrangements. The same is true for the contracting 
Smneuces'’s other professional advisers. It is doubtful that 
a contracting officer would disagre2 with the recomnenda- 
tions of an auditor unless such a decision incorporated the 
cverriding recommendations of other expert advisers. The 
EX rac- audit followup policy mandated in DoDD 7640.2 hes 
the effect cf decreasing the effectiveness of the relation- 
ship between the contzacting officer and auditor by artifi- 
ey shitting their respective authority. 
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THE INDEPENDENT ROLE OF THE CONTRACTING OFFICER HAS BEEN 
ADVERSELY AFFECTED. 

The centracting officer's freedom to disagree with the 
recommendations of advisers has been restricted by the 
requirements for: (1) extensive justification for decisiors, 
(20 senior management review of position, (3) comprehensive 
reporting to higher authority, and (4) DCAA's right to 
appeal decisions. 

The paramount goal cf defense procurement should be to 
achieve an cptimal contractual arrangenent. Such an 
arrangement cannot be expected to incorporate the unanimous 
ENDport and agzeement from all of the contracting officer's 
advisers.  Ths contracting officer is a manager of advisory 
Resjieurces. In this capacity, it is critical that he remain 
independent from excessive influence in any one area. 

The directive prcvides no option for the auditor to 
withdraw a recommendation once an audit report is issued. 
meemcontracting officer must either accept the auditor's 
recommendations or assume the burden of explaining whv the 
auditor is not correct. In addition, the auditor has the 
Lut to appeal the decision cf the contracting officer 
where a pattern of disagreement is considered to exist, a 
recourse not available to other advisers. It is much less 
Goemplicated fot the contracting officer to agree with audit 
advice than to take issue with it. 

Ay sets communicate their input to the contracting 
officer prior to his reaching a decision. Since DoDD 7640.2 
requires the "advice" of local management aíter the 
contracting officer has decided upon his position, the 
directive essentially casts local management as a second- 
guesser. 

The management review should work as an information 
system for local management. Local management should have 


eon rol cover tke review process, with the authority to 
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establish the appropriate procedures for conducting an inde- 
pendent review and to determine the circumstances that must 
exist before the review is required. That authority would 
permit local management to decide the most advantageous use 
of management and administrative resources. 

Contracting officers can psychologicaliy accept an 
adviser's authority that arises from his expertise and still 
maintain a healthy self-image as the team leader. However, 
as the findings of this study have shown, the self- 
confidence of the contracting work force has been inhibited 
by forced resolution, excessive reporting, and intensive 


Management involvement. 


THE DIRECTIVE HAS FAILED TO IMPROVE EFFECTIVE USE OF THE 
GOVERNMENT'S AUDIT RESOURCES. 

There has been no appreciable effect on the resolution 
Semctiagnificant differences of opinion between contracting 
officers and auditors. The time required to achieve resolu- 
tion has essentially remained unchanged. The frequency with 
nich significant differences occur has not changed, and all 
"independent" management reviews reported in this study have 
peer” decided in favor of the contracting officer. However, 
with the addition of the management review process, the 
Pemenmtial exists for further delay in disposing of audit 
PEDOItS. 

There is no eviderce that the directive has saved the 
government money. However, most participants believed that 
comprehensive reporting through every level of management 
overburdens administrative resources and is counter- 
productive to the overall 2ffectiveness of the procurement 


systen. 
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THE DIRECTIVE IMPOSES ECONOMICALLY QUESTIONABLE GOALS ON 
DOD PROCUREMENT. 

DoD's critics believe that the department as a whols has 
failed to fully utilize its audit resources. DoD's backlog 
of overaged contract audit reports has contributed signifi- 
cantly to czeating an image of questionable integrity and 
prudence in its procurement system. That image has caused 
Bm nishing trust in the ability of the procurment work 
force to ensure that audit advice raceives proper acztention. 

the participants of this study pointed to the political 
necessity of issuing DoDD 5000.42 and DoDD 7640.2. The 
audit followup policy requires int2nsive management of a 
politically sensitive area. However, there is no objective 
justification for concluding that there has been a fevozable 
cost/benefit ratio achieved by more timely disposition of 
audit reports. On the other hand, there is evidence that 
DoD's backlog cf overaged GOmemace avant reports fails to 
ENpport the notion that DoD contractors are receiving exces- 
sive profits. Defense contractors are less profitable than 
their commercial counterparts, a situation that has made the 
defense industry less attractive to prospective contractors 
[Ref. 11]. If defense contractors were excessively profit- 


able, the industry would be expanding rather than dwindling. 


C. RECOMMENDATIONS 


CONGRESS SHOULD EXEMPT CONTRACT AUDIT REPORTS FROM THE 
LEGAL REQUIREMENT FOR RESOLUTION. 


Gnat action would enable DoD to cancel DoDD 7640.2. 


DOD SHOULD CANCZL DODD 7640.2. 

Mee tollowup of Contract audit reports is a valid 
concept. However, local management should be given tks 
authority to establish the followup procedures that it 
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considers appropriate. Management should then be made 
responsible for ensuring that procurement and audit 


resources are used most effectively and efficiently. 


IF THE FIRST TWO RECOMMENDATIONS ARE NOT FEASIBLE, DOD 
SHOULD REVISE DODD 7640.2 AS FOLLOWS: 


1. Delete all status reports not specifically required by 
higher authority. Semi-annual reports that are required 
should be initiated by DCAA. Close communication with 
comtracting officers will ensure that only overaged audit 


reports are reported to top management. 


2. Eliminate the requirement for mandatory senior manade- 
ment review of unrescived audit recommendations. Local 
management should have the discretion to 2stablish «he 
procedures that are considered necessary to identify and 


resolve significant audit issues. 


D. CONSIDERATIONS FOR FUTURE RESEARCH 


The Defense Manpower Data Center is currently conducting 
a nationwide survey cf the effects of DODD 7640.2 on defense 
procurement. The results of that study should be considered 
in any decision regarding further research into the policy 
o followup of contract audit reports. 
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APPENDIX A 
KEY DEFINITIONS AND ACRONYMS 


Contract Audit: The systematic examination of records and 
documents and/or the securing of other evidence by confirma- 
tion, physical inspection, or otherwise, for one or more of 
Bporroliowing puzposes: (1) determining the propriety or 
legality of proposed or consummated transactions; (2) ascer- 
taining whether all transactions have been recorded and are 
Meebec ted accurately in accounts; (3) determining the exis- 
tence of recorded assets and inclusiveness of recorded 
liabilities; (4) determining the accuracy of financial or 
Statistical statements or reports and the fairness of the 
facts they present; (5) determining the degree cf compliance 
with established policies and procedures relative to finan- 
cial transactions and business management; and (6) 
appraising an accounting system and making recommendations 


concerning it. 


com Tact Auditor: A professional accountant acting as a 


pacjipal advisor to contracting officers on contractor 


accounting and contract audit matters. 


Bemerac. Audit Report: The contract auditor's written 


w 
As 
« 
^ 
O 
iD 
ct 


ONMcoutrdetong ocfacsor advocating specific action 
E Uo part Of the contracting officer or contractor. An 
audit report could include amounts questioned or disap- 
Peeved, exceptions to a contractor's system or operations, 
usually expressed in terms of cost avoidance, or notifica- 
meme of a contractor's non-compliance with Cost Accounting 
BESrdarzds (CAS). Any cost set aside as "unsuppcrted" or 


"unresolved" will not be considered as a recommendation. 
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Contracting Officer: Any person who, either by virtue of 
his/her position or by appointment in accordance with 
prescribed regulations, is vested with the authority to 
enter into and administer contracts and make determinations 
and findings with respect thereto, or with any part of such 
EMENorrity. In this thesis, two kinds of contracting offi- 
Gems are identified: Procuring Contracting Officer (PCO), 


and Administrative Contracting Officer (ACO). 


Cost or Pricing Data: Data consisting of all facts existing 


IH 


ict 


up to the time of agreement on price, which prudent buyers 
and sellers would reasonably expect to have a significant 
effect on price negotiations. Being factual, these data are 
types of information that can be verified. They do not 
reflect on the accuracy of the contractor's judgment about 
estimated future costs or projections; they do, however, 
reflect on the data upon which the contractor based his 


judgment. 


Ggees Questioned Sustained: That portion of costs ques- 
ned by the auditor that is upheli as a result of actions 


o 
pn either by the contractor or the contracting officer. 


fmeme=sition of Contract Audit Reports: Contract audit 





report disposition is acheived whe (ine ene contractor 


fo 
.. 


implements the audit recommendations; or (2) the contracting 
officer negctiates a settlement with the contractor; or (3) 
the contracting officer makes a unilateral decision; or (4) 
a decision has been rendered on an appeal made to the Armed 
Services Board of Contract Appeals (ASBCA) or U.S. Claims 
Court; and (5) all corrective actioas desmed necessary by 
the contracting officer have been taken and no further 


actions can bə reasonably anticipated. 


Overagsd Audit Report: An audit report which remains open 





rh 


ucro ssx months from the date of issuance. 


Sm 
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emcrandum: The document that relates the 


rice Negotiati 
story of the negotiation. It is first a sales document that 
establishes the reasonableness of the agreement reached with 
the successful offeror. Second, it is the permanent record 
of the decisions of the negotiator made in establishing that 


the price was fair and reasonable. Called the PNM. 


Resolution: 


The point at which the audit organization and 


the contracting officer agree on ths action to be taken on 


audit report recommendations; or, in the event of: disagree- 


ment, 


when the matters are elevated for review by the DISAO 


and its recomnendations have been considered by the 


contracting officer and he or she has selected a course of 


action. 

ACO Raminıistemacrıyerceöontraeting Officer 

co Cont acting Officer 

COIN contracting Jflicer'3 Infornation Network 
DCAA Defense Contract Audit Agency 

DCAS Defense Contract Administration Services 
DISAO Designated Independent Senior Acquistion Official 
DLA Defense Logistics Agency 

DoD Department of Defense 

DoDD Department of Defense Directive 

PAI Federal Acquistion Institute 

GAO General Accounting Office 

OFPP Office cf Federal Procurement Policy 

OMB Office cf Management and Budget 

PCO Preoeurang Contreering OÖf.icer 

PNM Price Negotiation Memorandum 
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ÀPPENDIX B 


DOD DIRECTIVE 7540.2 


December 29, 1982 
i NUMBER 7640.2 


IG, DoD 





Department of Defense Directive 


NEM 


SUBJECT: “Policy for Followup on Contract Audit Reports 


References: (a) DoD Directive 5000.42, "Policy for Follow-up on 
Audit Recommendations," August 31, 1981 (hereby 
canceled) 

(b) Office of Management and Budget (OMB) Circular 
A-50 (Revised), “Audit Followup," September 29, 
1982 

(c) DoD Directive 5000.41, "Followup on Reports from the 
General Accounting Office and Audit and Internal 
Review Organizations of the Department of Defense,” 
Maren 15, 1982 

(d) through (h), see enclosure 1 


A. PURPOSE 


This Directive reissues reference (a), implements reference (b) 
by prescribing followup policies and a system for zanagement action 
on contract audit reports, and assigns responsibilities. 


Br APPLICABILITY 


This Directive applies to the Office of the Secretary of Defense, 
the Military Departments, the Organization of the Joint Chiefs of 
Staff, and the Defense Agencies (hereafter referred to as "DoD Com- 
ponents"). 


C POLICIT 


The Department of Defense recognizes, under reference (c), the 
need for special guidance for followup on contract audit reports to 
accommodate the differences between such audits or reviews and those 
performed by internal auditors. The contract audit followup system 
provides for (a) tracking and reporting specified types of contract 
audit reports; (b) a procedure to review differences on the resolu- 
tion of contract audit recommendations; and (c) an evaluation of the 
effectiveness of the DoD Components' followup systems. 


D. DEFINITIONS 


Terms used in this Directive are defined in enclosure 2. 
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E. PROCEDURES 


l. General. Contracting officers and acquisition management officials 
shall pursue timely resolution and disposition of contract audit reports. 
Resolution of contract audit reports by law is required within 6 months of 
report issuance, and disposition normally shall be completed within 6 months. 
The contract audit followup system shall be structured in consonance with the 
independent decisionmaking role of the contracting officer and the financial 
advisory role of the contract auditor. 


2. Tracking Requirements 


a. All contract audit reports are to be tracked; however, only the 
contract audits specified in paragraph E.3.a., below, are to be reported. For 
preaward contract audits, tracking may be accomplished using records maintained 
in official contract files. , 

) 

b. Individual procurement or contract administration offices shall 
track the status of all specified contract audit reports from the date of 
receipt through final disposition. This information shall be maintained on a 
current basis and shall serve as the source document for followup status re- 
ports. Audit reports may be dropped from the tracking system in the period 
following closing. i 


Ss Reporting Reauirements 


a. Audit reports covering forward pricing proposals, advance rate 
agreements, progress payments, and closing statements are not required to be 
reported. DoD acquisition and contract administration organizations shall 
Gaintain timely and complete information regarding the status of reportable 
contract audit reports from the time the report is received through final dis- 
position. Reportable audit reports are: 


(1) Those containing recommendations covering estimating system 
surveys, accounting system reviews, internal coatrol reviews, defective pricing 
reviews, cost accounting standards noncompliance determinations, and operations 
audits. 


(2) Those covering incurred costs, settlement of indirect cost 
rates, final pricing submissions, termination settlement proposals, equitable 
adjustment claims, hardship claims, and escalation claims provided reported 
costs or rates questioned equal $50,000 or more. — 


b. The information maintained by DoD Cemponents regarding the status 
of reportable contract audits shall be reported semiannually and include the 
following data: 


+ 


(1) For_reports closed during the reporting period. The audit 
report number, report date, contractor name, type of audit, date of disposition, 


costs questioned or cost avoidance, and costs questioned or avoidance sustained. 
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(2) For open reports. The audit report number, report date, con- 
tractor name, type of audit, amount audited, costs questioned or cost avoidance, 
whether ‘an independent review was requested, whether the report is pending liti- 
gation, whether the report is resolved or unresolved, and disposition target 
date. 


(3) Followup status reports (enclosure 3) for semiannual periods 
ending March 31 and September 30 shall be submitted to the Inspector General, 
DoD, (16), within 30 calendar days after the end of the period. 


6. Resolution of Contract Audit Report Recommendations 


a. From the time of audit report receipt to the time of final disposi- 
tion of the audit report, there shall be continuous communication between the 
auditor and the contracting officer. When the contracting officer's proposed 
disposition of contract audit report recommendations differs from the contract 
auditor's report recommendations, and the criteria set forth below are met, the 
contracting officer's proposed disposition shall be brought promptly to the 
attention of a designated independent senior acquisition official or board 
(DISAO) for review. Each DoD acquisition component shall designate a DISAO at 
each appropriate organizational level who shall review the referred proposed 
disposition on the following: 


(1) All audit reports covering estimating system surveys, account- 
ing system reviews, internal control reviews, defective pricing reviews, cost 
accounting standards noncompliance reviews, and operations audits. 


(2) Audit reports covering incurred costs, settlement of indirect 
cost rates, final pricings, terminations, equitable adjustment claims, hard- 
ship claims, and escalation claims if total costs questioned equal $50,000 or 
more and differences between the contracting officer and auditor total at 
least 5 percent of questioned costs. 


(3) Prenegotiation objectives for forward pricing actions when 
questioned costs total at least $500,000 and unresolved differences between the 
auditor and contracting officer total at least 5 percent of the total questioned 
costs. 


b. Existing acquisition review boards or panels, at appropriate organi- 
zational levels, may be designated to perform these functions provided they 
possess enough independence to conduct an impartial review. The DISAO will re- 
ceive for review, along with other technical materials, the contract auditor's 
report. The DISAO shall give careful consideration to recommendations of the 
auditors, as well as the recommendations rendered by the other members of the 
contracting officer's team, in reviewing the position of the contracting offi- 
cer. The DISAO shall provide to the contracting officer, with a copy to the 
contract auditor, a clear, written recommendation concerning all matters sub- 
ject to review. 


S. Notification of Final Disposition of Contract Audit Report 


a. Any followup system requires adequate feedback to the auditor on 
the final disposition of audit reports. Therefore, the contracting officer 
shall prepare a memorandum covering the disposition of all audit reports. The 
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memorandum shall discuss the disposition of all audit report recommendations, in- 
cluding the underlying rationale for such dispositions. In the event a DISAO 
review was obtained, the memorandum also shall discuss the disposition of the 
DISAO recommendations. A copy of the memorandum shall be provided to the cogni- 
zant contract auditor and to the DISAO. 


b. Existing feedback reports such as a price negotiation memorandum 
(DAR 3-811(a), reference (d)) or a written overhead negotiation memorandum 
(DAR 3-705(b)(5), reference (d)) may be used, when applicable. For all other 
actions a similar document shall be prepared. To ensure that the final dis- 
position of all audit reports is properly accounted for, each DoD Component's 
procurement or administrative contracting officer shall notify the cognizant 
audit office in writing of cancellations of any acquisition action and of any 
unsuccessful offerors not receiving award of a contract or grant for which an 
audit report was issued. 


6. Recovery of Funds. Policies regarding the DoD credit management and 
debt collection program are contained in DoD Directive 7045.13 (reference (e)) 
and in Appendix E of the DAR (reference (d)) for contract debts. Paragraph 
E.4.f. of DoD Directive 5000.41 (reference (c)) requires the establishment of 
an account receivable when management agrees with the auditors that resources 
shall be recovered. General ledger accounts for recording accounts receivable 
and collections are detailed in Appendix B of DoD 7220.9-H (reference (f)). 


7. Coordination with Other Agencies. The cognizant contracting office 
responsible for acting on contract audit reports that affect contracts of 
other government agencies shall inform affected organizations of such actions. 


E. RESPONSIBILITIES 


l. The Secretaries of the Military Departments and the Directors of the 
Defense Agencies shall: 





» 


a. Designate a senior management official (SMO) to serve as a focal 
point for the audit followup function. The SMO shall be responsible for 
establishing the DoD Component's followup procedures for contract audits and 
for the system's overall operation, tracking, and reporting requirements. 


b. Designate DISAOs within their DoD Components' procurement and con- 
tract administration functions who shall review those cases where the contract- 
ing officer's proposed disposition of contract audit report recommendations 
differs from the contract auditor's report recommendations. 


c. Ensure that periodic evaluations of their Components' followup sys- 
tems are performed to determine that the systems are adequate and result in 
timely and appropriate resolution and disposition of audit reports. The Milj- 
tary Departments shall-have their internal audit organizations perform these 
reviews. The Assistant Inspector General for Auditing shall review the Defense 
Agencies' followup systems. 


2. The Inspector General, DoD, shall develop policy and monitor and 


coordinate contract audit followup systems in the Department of Defense. In 
discharging this responsibility, the IG shall: 
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a. Develop policy and provide guidance to DoD Components on matters 
covered under this Directive. 


b. Monitor and evaluate program performance and the adherence of DoD 
Components to contract audit followup policies and procedures. 

c. Conduct oversight reviews that are determined necessary to ensure 
that DoD Components concerned are evaluating effectively contract audit follow- 
up systems. 


d. Identify cases or areas where contract audit followup procedures can 
be improved and recommend appropriate corrective action to the DoD Component 
head concerned. ; 


e. Obtain such reports consistent with the policies of DoD Directive 
5000.19 (reference (g)) and conduct oversight reviews necessary to ensure that 
DoD followup systems are timely and effective. 


f. Provide reports to the Secretary of Defense, including those 
required by OMB Circular A-50 (reference (b)). j 


3. The Senior Management Official (SMO) for each DoD Component shall: 


a. Establish procedures for maintenance of formal records on all 
applicable contract audit reports covered in section D., enclosure 4. 


b. Establish procedures to monitor the timely resolution and disposi- 
tion of contract audit reports. 


c. Maintain consolidated records of the status of all reportable con- 
tract audit reports. 

d. Prepare the DoD Component's semiannual status report and submit 
it to the IG in accordance with the procedures in subsection E.3., above, and 
enclosure 3 of this Directive. 


4. The DoD Components' Designated Independent Senior Acquisition Officials ` 
or Boards (DISAOs) shall have enough independence to conduct an impartial 


review of issues brought before them and shall: 


a. Review the contracting officer's proposed disposition of contract 
audit recommendations when the contracting officer proposes to resolve the 
issue in a manner substantially different from the contract auditor's reported 
recommendation (see subsection E.4., above). Such reviews shall be initiated 
by the cognizant contracting officer whose prenegotiation objective or proposed 
disposition of a contract audit report shall be forwarded for review to the 
DISAOs. The DISAOs may request that the auditor or contracting officer provide 
additional input. The DISAOs shall review the issues being referred, make a 
specific written recommendation to the contracting officer, and provide a copy 
of the recommendation to the contract auditor concerned. 


b. Identify needs for additional or revised guidance or changes in 


policy or regulatory requirements and forward details to the DoD Component 
concerned with suggestions for the change or additional guidance needed. 
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5. Managers of Individual DoD Procurement Contract Administration Offices 


shall ensure that appropriate action is taken to: 


a. Resolve promptly all contract audit reports in accordance with 
acquisition guidelines and the requirements of this Directive. 


b. Track the status of actions on all contract audit reports from the 
date of receipt through disposition. 


C. Establish and monitor procedures to ensure the forwarding of re- 
quired information to the DISAO responsible for reviewing differences of 
opinion on contract audit reports. 


d. Maintain and provide information required in section E., above. 


6. Heads of the Cognizant DoD Internal Audit Organizations shall: 


a. Be responsible for internal reviews to determine if the DoD Compo- 
nents' followup systems are adequate and result in timely and appropriate reso- 
lution and disposition of audit reports. 


b. Complete the first evaluation of the system within 1 year of the 
system's implementation and perform evaluations not less than every 2 years 
thereafter. 


7. The Director, Defense Contract Audit Agency (DCAA), and Heads of Other 


Contract Audit Organizations shall: 


a. Provide timely and complete support to any DISAO's request for | 
factual information or audit opinions regarding the audit reports under review. 


b. Monitor all final disposition and negotiation memoranda received. 
When the memoranda indicate that a pattern of substantial differences of 
opinion exists on the disposition of contract audit reports, whether the con- 
tracting officer did or did not request reviews by the DISAO, the contract 
audit field office auditor shall refer the matter to the cognizant DCAA 
regional director. The regional director shall review these cases with the 
cognizant SMO. When a memorandum indicates that there is a substantial dif- 
ference of opinion on the disposition of an audit report, and the contracting 
officer did not request a review by the DISAO, the auditor shall provide 
written notification of the observation to the contracting officer requesting 
that similar differences be elevated for review in the future and maintain a 
copy of all notifications to be available to the IG and internal auditors, upon 
request. 


C. Provide timely and complete support to the IG and any internal: 
audit organization reviewing a DoD Component's contract audit follovup system, 
in accordance with DoD Instruction 7600.3 (reference (h)). 


d. Identify for the DoD procurement or administrative component, at 
the time of issuance, all contract audit reports reportable under subsection 
E.3., above, and provide a record of such reports to the DoD Components at 
least semiannually. 
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Dec 29, 82 
7640.2 


G. INFORMATION REQUIREMENTS 


The reporting rcquirements of this Directive have been assigned Report 
Control Symbol DD-R£0(SA)1580. 


H. EFFECTIVE DATE AND IMPLEMENTATION 


This Directive is effective immediately. Forward one copy of implementing 
documents to the Inspector General, Department of Defense, withia 120 days. 


Frank "CT. Carlucci 
Deputy Secretary of Defense 


Enclosures - 4 
1. References 
2. Definitions 
3. Followup Status Reports 
4. Contract Audit Reports Subject to Tracking, Reporting, 
Resolution, and Notification Requirements 





(d) 
(e) 


(£) 
(g) 
(h) 


REFERENCES, continued 


Defense Acquisition Regulations (DAR) 


DoD Directive 7045.13, "DoD Credit Management and Debt Collection Program,' 


July 8, 1982 


SS wy V de 


OSO ZE NE T0) 


DoD 7220.9-H, “Accounting Guidance Handbook,” February 1, 1978, 
authorized by DoD Instruction 7220.9, October 22, 1981 


DoD Directive 5000.19, "Policies for the Management and Control of Infor- 


mation Requirements,” March 12, 1976 


DoD Instruction 7600.3, "Internal Audit in the Department of Defense,” 


January 4, 1974 
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: DEFINITION 
A. Closed Audit Report. An audit report that has been dispositioned. 


B. Contract Audit Report. The contract auditor's written advice to a con- 
tracting officer advocating’specific action on the part of the contracting 
officer or contractor. An audit report could include amounts questioned or 
disapproved, exceptions to a contractor's system or operations, usually 
expressed in terms of cost avoidance, or notification of a contractor's non- 
compliance with cost accounting standards. Any cost set aside as "unsupported" 
or "unresolved" will not be considered as a recommendation. 


C. Costs Questioned Sustained. That portion of costs questioned by the 
auditor that is upheld as a result of actions taken by either the contractor 
Or the contracting officer. 


D. Disposition of Contract Audit Reports. Contract audit report disposition 


is achieved when (1) the contractor implements the audit recommendations; or 

(2) the contracting officer negotiates a settlement with the contractor; or 

(3) the contracting officer makes a unilateral decision; or (4) a decision has 
been rendered on an appeal made to the Armed Services Board of Contract Appeals 
(ASBCA) or U.S. Claims Court; and (5) all corrective actions deemed necessary by 
the contracting officer have been taken and no further actions can be reasonably 
anticipated. 


E. Litigation. An audit report is in litigation any time an appeal has been 
filed with the ASBCA or any court concerning an audit recommendation. 


F. Open Audit Report. An audit report that has not been dispositioned. 


G. Overaged. An audit report that has not been dispositioned and is over 6 
months old (from date of issuance) on the "as of" date of the status report. 


H. Resolution. The point at which the audit organization and the contracting 
officer agree on the action to be taken on audit report recommendations; or, 
in the event of disagreement, when the matters are elevated for review by the 
DISAO and its recommendations have been considered by the contracting officer 
and he or she has selected a course of action. 
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FOLLOWUP STATUS REPORTS 
RCS DD-R&O(SA)1580 


A. The reports shall provide the information detailed in paragraph E.3.b., 
basic Directive. All listed reports shall be tracked and reported through 
final disposition. 


B. Each acquisition and contract administration senior management official 
shall submit a semiannual status report in the attached format. Summary 
reports for DoD Components shall be submitted to the IG. The reports shall 
cover the semiannual periods ending March 31 and September 30 and shall be 
submitted within 30 calendar days after the end of the period. Items shall 

be removed from the tracking and reporting system in the period following that 
in which they appeared on the status report as being closed. The first semi- 
annual report shall cover the period ending September 30, 1983. 


Attachments - 2 . 
1. Status Report on Specified Contract Audit Reports--Open Reports 
2. Status Report on Specified Contract Audit Reports--Reports Closed 
During Period 
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. CONTRACT AUDIT REPORTS SUBJECT TO TRACKING, 
REPORTING, RESOLUTION, AND NOTIFICATION REQUIREMENTS 


A. Reports Subject to Tracking 


All contract audit reports (for preaward contract audits, tracking may be 
accomplished using records maintained in official contract files). 


B. Reports Subject to Tracking and Reporting Requirements of Subsections E.2. 


and ES Basic Directive: 


1. All reports with audit recommendations: 


a. Estimating system surveys 

b. Accounting system reviews 

c. Internal control reviews 

d. Defective pricing reviews 

e. Cost accounting standards noncompliance reviews 
f. Operations audits 


2. Reports with recommendations and costs questioned of $50,000 or more: 


. Incurred costs 

Settlement of indirect cost rates 
Final pricing submissions 
Termination settlement proposals 
Equitable adjustment claims 
Hardship claims 

Escalation claims 


09 Fh i$ 06 om 


C. Reports Subject to Resolution of Differences 


All contract audit reports. 


D. Reports Subject to Resolution and Notification Requirements of Subsections 


eus em m eR C EE A sue Sono Pr 


Esdwand E.5. 


: Basic Directive: 


1. All reports with audit recommendations: 


Estimating system surveys 

. Accounting system reviews 

Internal control reviews 

Defective pricing reviews 

. Cost accounting standards noncompliance reviews 
. Operations audits 


+ 


moon oO w 


2. Reports with recommendations and costs questioned of $50,000 or more 
and with unresolved differences between the auditor and contracting officer 
that total at least 5 percent of total costs questioned: 
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Incurred costs . 

Settlement of indirect cost rates 
Final pricing submissions 
Termination settlement proposals 
. Equitable adjustment claims 

. Hardship claims 

. Escalation claims 


09 nm" G0 OQ » 


3. Reports with recommendations on proposals and costs questioned of 
$500,000 or more or on rate proposals with a pricing impact equal to at least 
$500,000 and vith unresolved differences between the auditor and contracting 
officer that total at least 5 percent of total costs questioned: 


a. Forward pricing 
b. Advance rate agreements 
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APPENDIX C 
DOD DIRECTIVE 5000.42 
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August 31, 198] 
LSD i ` i NUMBER 5000.42 
— an re 
Are Sa if E : ATSD(R&0) 
Ww 


I us Department of Defense Directive 


SUBJECT: Policy for Follow-up on Contract Audit Recommendations 














Reference: (a) DoD Directive 5000.41, "Policies for Follow-up 
on Audit and Internal Review Reports," January 16, 
1981 

(b) OMB-Circular A-73, "Audit of Federal Operations and 
Programs" 

(c) Defense Acquisition Regulations (DAR) 

(d) DoD 7220.9-H, "Accounting Guidance Handbook," 
February 1, 1978, authorized by DoD Instruction 
7220.9, "Guidance for Accounting and Reporting for 
Appropriations and Related Programs and Budgets," 

July 12, 1971 


A. PURPOSE 


1. This Directive prescribes follow-up policies for management 
action on contract audit recommendations made by the Defense Contract 
Audit Agency (DCAA). The DoD general policy on audit follow-up, 
contained in reference (a), recognized the need for special guidance 
for follow-up on contract audit recommendations to accommodate the 
differences between such audits and audits or reviews performed by 
internal auditors. This Directive provides that guidance. 


2. This Directive implements reference (b) by establishing a 
system. for follow-up on contract audit recommendations. The 
system provides for (a) tracking and reporting significant contract 
audit reports and recommendations; (b) a procedure to resolve 
differences on the disposition of significant contract audit re- 
commendations; and (c) an evaluation of the effectiveness of the 
DoD Components" follow-up systems. 


B. APPLICABILITY 


The provisions in this Directive apply to the Office of the 
Secretary of Defense, the Military Departments, the Organization 
of the Joint Chiefs of Staff, and the Defense Agencies (Lerein 
referred to as "DoD Components"). The term "Military Services," 

| as used herein, refers to the Army, Navy, Air Force, and Marine 
Ill Corps. 


= m nn nn. 
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C. DEFINITIONS 
Term; used in this Directive are defined in enclosure l. 


D. POLICY 

1. General. Contracting officers and other acquisition management offi- 
cials shall pursue timely resolution of contract audit recommendations. The 
contract audit follow-up system shall be structured in consonance with the 
independent decision-making role of the contracting officer and the financial 
advisory role of the contract auditor. 


2: Tracking and Reporting Requirements on Contract Audit Recommendations. 


DoD acquisition organizations will track and report on all significant Contract 
audit recommendations involving actions such as incurred costs, settlement of: 
indirect cost rates, termination settlement proposals, claims proposals, progress 
payment requests, final pricing or closing of a contract, estimating systems 
surveys, accounting system and internal control reviews, defective pricings, 
noncompliance with cost accountings standards, operations audits and contract 
modifications. Status reports shall be prepared for all tracked recommenda- 
tions that remain open for more than 6 months after the audit report date. 
Except for estimating system surveys, other audit recommendations involving 
«original placement of contracts will not be included in the status report cr 
the tracking system required by this Directive. 


3. Management Oversight of the Disposition of Contract Audit Recommenda- 
tions. DoD policy requires resolution of differeuces between the contracting 


officer and the contract auditor on settlement of all significant contract 
audit recommendations. 


a. Each DoD Component shall designate an independent senior acquisi- 
tion official at each appropriate organizational level who will review any 
such, differences before final settlement. Each DoD Component shall also 
designate an independent senior acquisition official to review the con- 
tracting officer's'prenegotiation objective iu connection with all negotiated 
contract actions where the pricing proposal is at least $500,000 and signifi- 
cant audit recommendations have not been resolved by agreement between the 
auditor and the contracting officer. 


b. Existing acquisition review boards or panels, at appropriate organiza- 
tional levels, may be designated to perform both functions. The official will 
receive for review, along with other techaical materials, the contract auditor's 
report. The official shall give careful consideration to all significant 
recommendations of the auditors, as well as the recommendations rendered by 
the other members of the contracting officer's team, in evaluating the negoti- 
ating objectives proposed by the contracting officer. The official shall 
provide a written report to the contracting officer, and shall take a clear 
position on all significant differences. 
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4. Early Resolution of Differences of Opinion on Contract Audit Recom- 


mendations. From the time of audit report 1ssuance to the time of t3nal 
resolution of the audit recommendations, there shall be continuous communica- 
tion between the auditor and the contracting officer. Differences of opinion 
on the proposed disposition of significant audit recommendations shall be 
brought promptly to the attention of the designated official, review board, or 
panel for early review. 


5. Notification of Final Disposition of Contract Audit Report. Any 


follow-up system requires adequate feedback to the auditor on the final disposi- 
tion of audit recommendations. Therefore, the contracting officer shall 
prepare a memorandum covering the disposition of all audit report recommenda- 
tions, and the underlying rationale for such disposition. A copy will be 
provided to the cognizant contract auditor and the independent senior acquisi- 
tion official or board. All such memoranda shall specifically state whether or 
not the contracting officer requested a review and shall explicitly delineate 
every instance in which the contracting officer has taken an action different 
from that recommended by the independent senior acquisition official. Existing 
reports such as a price negotiation memorandum (DAR 3-811(a), reference (c)) 

or a written overhead negotiation memorandum (DAR 3-705(b)(S), reference (c)) 
may be used, when applicable. For all other actions a similar document should 
be prepared. To ensure that the disposition of all audit reports is properly 
accounted for, each DoD Component must notify the cognizant audit office in 
writing of cancellations of any acquistion action and of any unsuccessful 
offerors not receiving award of a contract or grant for which an audit report 
was issued. 


6. Recovery of Funds. DoD Components shall initiate prompt action to 
collect contract debts. Policies and procedures governing the collection of 
contract debts are contained in Appendix E of the DAR (reference (c)). Poli- 
cies and procedures to account for contract debts are contained in DoD 7220.9-H 
(reference (d)), and in subsection D.6., DoD Directive 5000.41, (reference (a)), 
regarding the establishment of accounts receivable when management agrees with 
the auditors that resources should be recovered. 


7. Coordination with Other Agencies. The cognizant contracting office 


responsible for acting cn contract audit recommendations that affect contracts 
of other government organizations will have procedures to inform affected 
organizations of such actions. 


E.  RESPONSIBILITIES 


1. The Secretaries of the Militarv Departments and the Directors of 


the Defense Agencies shall: 
a. Designate a senior management official to serve as a focal point 
for the audit follow-up function. The designated official shall be responsi- 
ble for establishing the DoD Component's follow-up procedures for contract 
audits, and for the system's overall operation and reporting requirements. 
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b. Designate independent senior acquisition officials, boards, or 
panels within the DoD Component's procurement and contract administration 
functions who shall review those cases where the contracting officer's pro- 
posed disposition of significant contract audit recommendations differs sub- 
stantially from the contract auditor's report recommendations. These offi- 
cials, boards, or panels shall have sufficient independence to conduct an 
impartial review of the issues brought before them, and in accordance with 
procedures in subsection D.3. of this Directive, shall provide to the contracting 
officer objective written reports on the issues involved. 


c. Ensure that periodic evaluations of DoD Component follow-up sys- 
tems are performed to determine that the system is adequate and results in 
timely and appropriate disposition of the audit recommendations. The Military 
Departments will have their internal audit agencies perform these reviews. 

The Defense Audit Service will review the Defense Agencies' follow-up systems. 


2. The Follow-up Focal Point for each DoD Component shall: 


a. Establish procedures for the maintenance of formal records on all 
applicable contract audit reports issued by the DCAA covered in the procedures 
in enclosure 2. 


b. Establish procedures to monitor the disposition of contract audit 
recommendations to ensure that appropriate actions are initiated and completed. 


Cc. Prepare the DoD Component's semiannual status report and submit it 
to the Office of the Assistant to the Secretary of Defense (Review and Over- 
sight) (OATSD(R&O)) in accordance with the procedures in section F. of this 
Directive. í 


3. The DoD Components' Designated Independent Senior Acquisition Official 
or Boards shall establish procedures for resolving disagreements on the action 


*taken on all significant contract audit recommendations. These procedures 
shall comply with the following criteria: 


a. The designated independent senior acquisition official or board 
shall review the contracting officer's proposed disposition of every signifi- 
cant' contract audit recommendation when that contracting officer intends to 
resolve the issue in a manner substantially different from the contract auditor's 
reported recommendation. 


b. Such reviews shall be initiated by the cognizant contracting 
officer. The contracting officer's written statement on a prcposed dispos- 
ition of the significant audit recommendation shall be forwarded for review to 
the designated official or board. The reviewing official or board may request 
that DCAA provide additional input. The reviewing official or board shall 
make a specific recommendation on each audit finding received, and provide a 
written statement of the recommendation to the contracting officer and the 
contract auditor involved. 
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C. The reviewing official or board shal} also consider disagreements 
wheo the review is requested by the DCAA. Such requests would occur in cases 
where the negotiation memorandum indicates that there is a substantial differ- 
ence of opinion on the settlement of a significant audit recommendation, and 
the contracting officer did not request a review by the designated official or 
board. The reviewing official or board shall obtain from the contracting 
officer the reasons for not complying with the provisions of subsections D.3, 
E.3., and 4. In addition, the reviewing officals shall provide a written 
statement to the contracting officer, the contracting officer's supervisor, 
and the auditor on the propriety of the audit recommendation and the disposi- 
tion accorded the recommendation by the contracting officer. 


d. When the reviewing official or board identifies a need for addi- 
tional or revised guidance, or changes in policy or regulatory requirements, 
details shall be forwarded to the appropriate office with suggestions for the 
change or additional guidance needed. 


4. DoD Managers of Individual DoD Procurement or Contract Administration 
Offices shall: 


a. Take prompt action to resolve all contract audit recommendations 
in accordance with acquisition guidelines and the requirements of this Directive. 


b. Maintain and provide information required in conjunction with 
followup status reporting procedures. 


C. Ensure the forwarding of required information to the designated 
review official or board responsible for reviewing the disposition of signifi- 
cant contract audit recommendations. 


3. Heads of the Cognizant DoD Internal Audit Organizations shall: 


a. Be responsible for internal reviews to determine if tbe DoD Com- 
ponents’ follow-up systems on contract audit recommendations are adequate and 
result in timely and appropriate disposition of audit recommendations. 


b. Complete the first evaluation of the system within 1 year of the 
System's implementation and perform evaluations every 2 years thereafter. 


6. The Director of the Defense Contract Audit Agency shall: 


a. Provide timely and complete support to any reviewing official or 
board's request for factual information or audit opinions regarding the audit 
recommendations under review. 


b. Monitor all negotiation memoranda received. In cases where the 
negotiation memorandum indicates there is a substantial difference of opinion 
on the settlement of a significant audit recommendation, and the contracting 
officer did not request a review by the designated official or board, the DCAA 
shall request a review of the issue by the reviewing official or board. A 
record will be maintained of these instances and will be available to the 
ATSD(RO) and internal auditors upon request. 
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c. Mainta»n in its management information system a record, including 
pertinent dollar amounts, of all instances reported by the contracting officer 
wnere the action taken has been different from that recommended by an indepen- 
dent acquisition official or review board. 


d. Provide timely and complete support to any internal audit organ- 
ization reviewing a CoD Component's contract audit follow-up system. 


F. INFORMATION REQUIREMENTS 


Follow-up status reports (enclosure 2) for semiannual periods ending March 
31 and September 30 shall be submitted to the OATSD(R&O) within 30 calendar 
days after the end of the period. The reporting requirements of this Directive 
have been assigned Report Control Symbol DD-R&O(SA) 1580. The status reports will 
provide an aged list of audit reports involving thosc items stipulated in sub- 
section D.2. that have been open for more than 6 months, together with a pro- 
jected target date for disposition. All listed items will be tracked until 
final disposition. 


Gi PERRECTIVE DATE AND IMPLEMENTATION 


This Directive is effective inmediately. Forward one copy of implenenting 
documents to the Assistant to the Secretary of Defense (Review and Oversight) 
within 30 days. Follow-up systems shall be fully operational by September 30, 
1981, and the first required semiannual report shall be prepared for the 


period ending March 31, 1982. 
7 
P 
A 7 
B a 


Frank C. Carlucci 
x Deputy Secretary of Defense 


Enclosures - 2 
l. Definitions 
2. Follow-up Status Reports 
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DEFINITIONS 


A. Contract Audit Recommendation. The contract auditor's written advice 
published in a formal contract audit report advocating specific action on the 
part of the contracting officer. This includes amounts questioned or disap- 
proved, exceptions to a contractor's sytcm, operations expressed in terms of 
cost avoidance, or a contractor's noncompliance with Cost Accounting Standards. 


B. Significant Recommendation. (1) Any recommendation made on a negotiated 
contract action where the pricing proposal is at least $500,000; (2) for 
audits other than those of pricing proposals, any report that has a potential 
financial effect of at least $500,000 without regard to its impact on an 
individual contract; or (3) any recommendation involving improper practices 
regardless of dollar amount; or (4) any recommendation, regardless of dollar 
amount, which, in the judgment of officials, involves an issue that may have a 
significant impact on acquisition procedures or policy. Other thresholds may 
be used by DoD Components, on an exception basis, when justified in light of 
special circumstances and only with the written approval of the ATSD(R&O). 
Àny recommendation having continuing impact at a particular contractor loca- 
tion, or that may affect other contractors, may be considered significant. 


C. Disposition of Contract Audit Recommendation. Disposition is achieved 


when (1) the contractor implements the audit recommendation; (2) the con- 
tracting officer completes action after receiving and considering the report 
of the designated official, board, or panel; (3) the auditor agrees with the 
contracting officer or withdraws the audit recommendation; (4) a decision has 
been rendered on an appeal made to the Armed Services Board of Contracts 
Appeals or Court of Claims. 


D. Contracting Officer. The procuring contracting officer, administrative 
contracting officer or termination contracting officer, as appropriate, when 
that individual is responsible for dealing with matters that are the subject 
of the audit report involved. 
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FOLLOW-UP STATUS REPORTS 


A. GENERAL. Each acquisition and contract administration focal point shall 
prepare a semiannual status report in the format shown in attachment 1. The 
reports shall be submitted to the head of the DoD Component and to the Com- 
ponent's internal audit agency. Summary reports for the DoD Components shall 
be submitted to the OATSD(R&O). The reports will cover the semiannual periods 
ending March 31 and September 30 and shall be submitted within 30 calendar 
days after the end of the period. The first semiannual report will cover the 
period ended March 31, 1982. 


B. PREPARATION 


1. Each DoD Component shall establish procedures to account for and track 
all significant audit reports and recommendations, as described in subsection 
D.2., received by the DoD Component. A schedule, listing these audit reports 
shall be maintained by each DoD Component and shall serve as the source docu- 
ment for the semiannual follow-up status report. This record will track each 
audit recommendation until its disposition. 


2. The follow-up status report will show all significant overaged contract 
audit reports. All identified contract audit reports will be considered 
overage 6 months after issuance of the contract audit report containing the 
significant recommendation. Án estimated target date must be provided for 
resolution of the reports not completed by the end of the reporting period. 

3. All items reported as open for more than 6 months will be tracked on 
this status report until final disposition is reported. 


Attachment - 1 
List of Overaged 
Audit Recommendations 
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